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del ay, restore the m ni num unencunbered surplus if the surplus is
i npai red. The departnment shall proceed as provided by Section 5,
Article 1.10. (V.T.1.C. Art. 16.06 (part); Art. 16.25.)

Source Law

Art. 16.06.

(b) [The free surplus required herein]
in cash. Al conpanies organized after the
effective date of this Act under this Chapter

[shall at tinme of incorporation and] at
all tinmes thereafter have free surplus equa
to $2.00 for each $100.00 of insurance in
force, or $200, 000. 00 whi chever anmount is
greater invested as provided in Article 2.08
of this Code as now provided or as anended in
the future. Funds in excess of such m ni mum
surplus may be invested as now provided in
Article 2.10 of this Code or as anended in
the future. |If such free surplus is at any
time inpaired, it nmust be restored w thout
del ay under the provisions of this Chapter;
the State Board of Insurance shall proceed as
is provided in Section 5 of Article 1.10 of
this Code as it now exists or as anmended in
the future.

Art. 16.25. Al farm nmutual insurance
conpani es organi zed between January 1, 1955,
and the effective date of this Act shal
al ways have a free surplus of $2.00 for each
$100. 00 of insurance in force; or a free
surplus of $200, 000. 00 whi chever anount is
| ess.

Revisor's Note
V.T.1.C. Articles 16.06 and 16.25 refer
to the "effective date of this Act." That
provi sion was enacted by Chapter 139, Acts of
the 63rd Legislature, Regular Session, 1973,
whi ch took effect May 21, 1973. The revised
| aw substitutes that date for the quoted
| anguage.
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CHAPTER 912. COUNTY MJTUAL | NSURANCE COVPANI ES
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 912.001. DEFINITIONS. In this chapter:

(1) "Menber" includes a policyhol der or another person

who is insured by a county nutual insurance conpany.
(2) "Policy" includes a certificate or contract of
i nsurance, certificate of menbership, or other docunent through
whi ch insurance is effected or evidenced. (V.T.1.C Art. 17.25,
Sec. 3 (part).)
Source Law

[Art. 17.25]
Sec. 3. The following ternms when used
in this article shall be defined:

"Menmber" shall include



pol i cyhol ders or any persons insured by a
conpany, by whatsoever neans the insurance
may be effective.

"Policy" shall include any
i nsurance certificate or contract or
i nsurance, certificate of menbership or other
docunent through which insurance is effected
or evi denced.

Revi sor's Note

(1) Section 3,
V.T.1.C. Article 17. 25,
defines "board" to nean
t he Board of |nsurance
Comm ssi oners. Under
Chapter 499, Acts of the
55t h Legi sl ature, Regul ar
Sessi on, 1957,
adm ni stration of the
i nsurance laws of this
state and the powers and
duties of the Board of
| nsurance Conmi ssioners
were transferred to the
State Board of |nsurance.
Chapter 685, Acts of the
73rd Legislature, Regul ar
Session, 1993, abolished
the State Board of
| nsurance and transferred
its functions to the
conm ssi oner of insurance
and the Texas Depart nent
of Insurance. Chapter 31
of this code defines
"conmi ssi oner” and
"departnment" for purposes
of this code and the
ot her insurance | aws of
this state to nean the
conm ssi oner of insurance
and the Texas Depart nent
of I nsurance,
respectively. Throughout
this chapter, references
to the Board of |nsurance
Comm ssi oners and the



State Board of I|nsurance
have been changed
appropriately. The
omtted | aw reads:
Sec. 3.
"Board" shall refer to the Board of
| nsurance Comm ssioners of the State of
Texas.

(2) Section 3, V.T.I.C. Article 17. 25,
defines "menber” to include a policyhol der or
ot her insured "by whatsoever neans the
i nsurance may be effective." The revised | aw
omts the quoted | anguage as unnecessary
because it is clear fromthe definition of
"policy" under that section, revised as
Section 912.001(2) of this chapter, that
i nsurance provided by a county nutual
i nsurance conpany may be effected through a
variety of documents.

(3) Section 3, V.T.I.C. Article 17.25,
defines "insolvent." The revised |law onmits
the definition as unnecessary because it is
duplicative of the substantive provisions of
this chapter relating to insolvency. The
omtted | aw reads:

Sec. 3.

"I nsolvent" shall refer to and
i nclude any condition or situation which is
so designated herein and which is violative
of the provisions of this article.

Revi sed Law
Sec. 912.002. LIMTED EXEMPTI ON FROM | NSURANCE LAWS
APPLI CABI LI TY OF CERTAIN LAWS. (a) A county nutual insurance
conpany is exenpt fromthe operation of all insurance | aws of
this state, including the flexible rating programunder Article
5.101, except laws that are made applicable by their specific
terms or except as specifically provided by this chapter.
(b) A county nutual insurance conpany is subject to:
(1) Sections 38.001 and 822.204; and
(2) Articles 1.15, 1.15A 1.16, 2.10, 4.10, 5.12,
5.37, 5.38, 5.39, 5.40, 5.49, 21.21, and 21.49. (V.T.l1.C
Art. 17.22.)




Source Law

Art. 17.22. (a) County nutual insurance
conpani es shall be exenpt fromthe operation
of all insurance laws of this state, except
such laws as are nade applicable by their
specific terms or as in this Chapter
specifically provided. 1In addition to such
other Articles as may be nade to apply by
other Articles of this Code, county nutual
i nsurance conpani es shall be subject to:

(1) Subdivision 7 of Article 1.10
of this Code; and

(2) Articles 1.15, 1.15A, 1.16,
1.24, 2.04, 2.05, 2.08, 2.10, 4.10, 5.12,
5.37, 5.38, 5.39, 5.40, 5.49, 21.21, and
21.49 of this Code.

(b) The flexible rating programcreated
under Subchapter M Chapter 5, of this code
does not apply to county nutual insurance
conpani es.

Revi sor's Note
Section (a), V.T.1.C Article 17.22,
provi des that a county nutual insurance
conpany i s subject to "Subdivision 7 of
Article 1.10" of the Insurance Code, which
was codified in 1999 in part as Section
82.002 of this code. The revised |law onmits
t hat provision as unnecessary because Section
82.002 applies by its own terns to a county
mut ual i nsurance conpany.
Revi sed Law
Sec. 912.003. FEES. The departnent shall charge and coll ect
a fee in the amount of $1 for the issuance of a county nutua
insurer's certificate of authority. (V.T.1.C Art. 17.21(a).)
Source Law

Art. 17.21. (a) The departnent shal
charge and collect a fee of One ($1.00)
Dol lar for the issuance of a certificate of
authority or renewal thereof to all conpanies
operating under this chapter.

Revisor's Note

Section (a), V.T.1.C Article 17.21,
aut hori zes the Texas Departnent of |nsurance
to charge and collect a fee for the issuance




or renewal of a county nutual insurance
conpany's certificate of authority. Under
V.T.1.C. Article 17.02, revised in part as
Section 912.004, no new county nutual

i nsurance conpany may be formed, and thus the
departnment may not issue a certificate of
authority to a new conpany. As a result, the
provi sion has application only to the extent
that the departnent may rei ssue a certificate
of authority to a conpany whose certificate
has been revoked.

The revised law omts the reference to
the renewal of a certificate of authority as
repeal ed. Under Section 1, V.T.I.C Article
1.14, revised in pertinent part as Section
801. 053, a certificate of authority is valid
until it is suspended or revoked. Section 2,
Chapter 194, Acts of the 56th Legislature,
Regul ar Session, 1959, amending V.T.1.C.
Article 1.14, repealed "[a]ll laws and parts
of laws in conflict herewith . . . to the
extent that they require periodic renewal of
certificates of authority."”

Revi sed Law
Sec. 912.004. FORVATI ON OF NEW COUNTY MUTUAL COVPANY
PROHI BI TED. A new county rnutual insurance conpany nmay not be
formed under this chapter. (V.T.I.C Art. 17.02 (part).)
Source Law

Art. 17.02. No county nutual insurance
conpany may be formed under the provisions of
this Chapter after the effective date of the
Act of which this section is a part, except
such as are forned pursuant to permts issued
under Article 17.03 of this Code prior to the
effective date of this amendnent.

Revi sor's Note

V.T.1.C. Article 17.02, in part,
prohibits the formation of a county nutual
i nsurance conpany "after the effective date
of the Act of which this section is a part,
except such as are formed pursuant to permts
i ssued under Article 17.03 of this Code prior
to the effective date of this anmendnent."”
The referenced anmendnent took effect
Septenber 6, 1955. The revised law omts the
guot ed | anguage as execut ed.




Revi sor's Note
(End of Subchapter)

(1) V.T.1.C Article 17.01 in part
descri bes a "county nutual insurance conpany"
and Section 3, V.T.I.C. Article 17. 25,
defines "conpany." The revised |law omts the
description and definition as unnecessary
because they are duplicative of the
substantive provisions of this chapter. The
omtted | aw reads:

Art. 17.01. County Mitual Insurance
Conpani es are conpani es organi zed for the
pur pose of insurance on the nutual or
cooperative plan .

[Art. 17.25]
Sec. 3. . . .
"Conpany" shall refer to and
include all types of organizations,
cor porations, associations, conpanies or
groups subject to the provisions of this
article.

(2) V.T.I.C Article 17.25 regul ates
t he operation of conpanies subject to
V.T.1.C. Chapter 17, revised as this chapter.
Section 2, V.T.I.C. Article 17.25, states
that the article applies to any conpany
operating under Chapter 17, except for a farm
mut ual insurance conpany. The revised |aw
omts Section 2 as unnecessary. The provision
stating that Article 17.25 applies to a
county nutual insurance conpany is omtted
because it is clear fromthe renai nder of
that article that it applies to a county
nmut ual insurance conpany. The provision
excepting farm nutual insurance conpanies is
om tted because it duplicates a provision
contained in V.T.l1.C. Chapter 16, revised as
Chapter 911, which exenpts farm nutua
i nsurance conpanies fromall other insurance
| aws except as specifically provided. This
exenption woul d i nclude an exenption from
V.T.1.C. Chapter 17. Al though the definition
of "farm mutual insurance conpany” that is
used in Chapter 16 differs fromthe



definition used in Article 17.25, it is clear
fromthe legislative history that the
currently applicable definition is contained
in Chapter 16, and the |egislature intended
the two provisions to refer to the same
conpani es. The omtted | aw reads:

Sec. 2. Any conpany operating under or
subject to the provisions of this chapter
excepting those conpani es which out of the
total anmount of insurance in force maintain
nore than sixty (60% per cent in force on
rural property and those conpani es operating
on the assessnent-as-needed plan, which shal
hereafter be known as "Farm Mutual |nsurance
Conmpani es, " shall becone subject to the
provisions of this article and shall conply
with the follow ng requirenents, to-wt:

(3) Section 3, V.T.I.C. Article 17.25,
defi nes "assessnent - as- needed pl an" and
"rural property." The revised |law omts the
definitions as unnecessary. Article 17.25
uses the terns "assessnent-as-needed pl an”
and "rural property” only in Section 2,
V.T.1.C. Article 17.25, which is also omtted
fromthe revision for the reason stated in
Revisor's Note (2) to the end of this
subchapter. The omtted | aw reads:

Sec. 3.

"Assessnent - as- needed pl an" shal
refer to conpanies that other than for
nom nal reserve purposes assess nmenbers only
when a | oss or |osses occur and who use not
nore than twenty-five (25% per cent of their
gross incone for expenses.

"Rural Property"” as the termis
used in this article shall nean any property
whi ch has at |east five (5) acres of
cultivated or grazing |l and used exclusively
wi th such insured property.

[ Sections 912. 005-912. 050 reserved for expansi on]



SUBCHAPTER B. ORGANI ZATI ON OF COUNTY MUTUAL | NSURANCE
COVPANY; DI RECTORS
Revi sed Law
Sec. 912.051. APPLICABILITY OF TEXAS NON- PROFI T CORPORATI ON
ACT. (a) Except to the extent of any conflict with this code,
the Texas Non-Profit Corporation Act (Article 1396-1.01 et seq.,
Vernon's Texas Civil Statutes) applies to a county nutual
i nsurance conpany. The conm ssioner has each power and duty of,
and shall performeach act to be perfornmed by, the secretary of
state under that Act with respect to county nutual insurance
conpani es.
(b) On advance approval of the comm ssioner, a county
mut ual insurance conpany may pay dividends to its nmenbers.
(V.AC.S Art. 1396-10.04, Sec. B (part).)
Source Law

[Art. 1396-10. 04]

B. In so far as the sane are not
i nconsistent with or contrary to any
appl i cabl e provision of the Insurance Code of
Texas, or any anendnent thereto, the
provi sions of this Act shall apply to and

govern . . . county nutual insurance
conpani es; provided however, (a) that any
such mutual insurance . . . conpanies may,

upon advance approval of the Conm ssioner of

| nsurance, pay dividends to its nmenbers, and
(b) that wherever in this Act sone duty,
responsi bility, power, authority, or act is
vested in, required of, or to be perfornmed by
the Secretary of State, such is to be vested
in, required of, or perfornmed by the
Comm ssi oner of Insurance in so far as such
mut ual insurance conpanies . . . are

concer ned.

Revi sor's Note

(1) Section B, V.ACS. Article
1396- 10. 04, states that the Texas Non-Profit
Corporation Act (Article 1396-1.01 et seq.,
Vernon's Texas Civil Statutes) shall "apply
to and govern" county nutual insurance
conpani es. The revised |law omts the
reference to "govern" because, in context,
"govern" is included within the neaning of
"apply to."

(2) Section B, V.ACS. Article




1396-10.04, refers to the Insurance Code "or
any amendnment thereto." The revised |law omts
the reference to "any anmendnent thereto”
because under Section 311.027, Governnent
Code (Code Construction Act), unless
expressly provided otherw se, a reference to
a statute applies to all reenactnents,
revisions, or anmendnments of the statute.

(3) Section B, V.ACS. Article
1396-10.04, refers to a "duty,
responsi bility, power, [or] authority" of the
secretary of state and conm ssi oner of
i nsurance. The revised | aw substitutes "power
and duty" for the quoted phrase because
"responsibility" is included within the
meani ng of "duty" and "authority" is included
wi thin the nmeaning of "power."

(4) Section B, V.ACS. Article
1396-10.04, refers to an act "vested in,
required of, or to be performed by" the
secretary of state and conm ssi oner of
i nsurance. The revised law omts the
references to "vested in" and "required of"
because, in context, these phrases are
i ncluded within the neaning of the phrase "to
be perforned by."

Revi sed Law

Sec. 912.052. ELIGBILITY OfF BOARD OF DI RECTORS; TERM (a)
An individual is eligible to serve as a director of a county
mut ual insurance conpany if the individual is a policyholder who
mai ntai ns i nsurance coverage in the anount of at |east $1, 000
witten by the conpany on the individual's property.

(b) Except as otherw se provided by the conpany's byl aws, a
director serves for a termof one year or until the director's
successor qualifies for office. (V.T.1.C. Art. 17.12.)

Source Law

Art. 17.12. Directors of county mnutual
i nsurance conpani es shall hold their office
for one year after their election, and until
their successors qualify, unless otherw se
provided in their by-I|aws.

Only bona fide policyhol ders who carry
i nsurance on their property in an anmount not
| ess than One Thousand ($1, 000.00) Dol lars
each in a conpany, shall be eligible to
beconme or remain Directors of the sane. Wen
a Director reduces his said insurance bel ow



such anmount, he shall no | onger be qualified
to act as such Director.

Revi sed Law
Sec. 912.053. CGENERAL POVWERS OF BOARD OF DI RECTORS. The
board of directors of a county nutual insurance conpany has the
powers provided by the conpany's charter. (V.T.1.C Art. 17.13.)
Source Law

Art. 17.13. The Board of Directors of
county mutual insurance conpanies shall have
such discretion, power and authority as their
charter shall provide.

Revisor's Note

V.T.1.C. Article 17.13 refers to the
board of director's "discretion, power and
authority.” The revised |law omts the
references to "discretion"” and "authority"
because the terns are included within the
nmeani ng of "power."

Revi sed Law

Sec. 912.054. AUTHORITY TO BORROW MONEY. (a) The board of
directors of a county mutual insurance conpany nmay borrow noney
in an anount determined to be necessary to pay the conpany's
accrued or unaccrued | osses.

(b) The board may pl edge as security for a | oan the assets
of the conmpany, including the contingent liability of its
policyholders. (V.T.1.C. Art. 17.10.)

Source Law

Art. 17.10. The Board of Directors of
county mnutual insurance conpani es may, at any
time, borrow such sumor sunms of noney as
t hey shall deem necessary to pay its |osses,
accrued or unaccrued, and may pl edge the
assets of the conpany including the
contingent liability of the policyhol ders for
such | osses as security for such | oans.

Revi sed Law
Sec. 912.055. CHARTER AND ARTI CLES OF | NCORPORATI ON. The

charter and articles of incorporation of a county nutual
i nsurance conpany mnust state:

(1) the nane of the conpany, which nust include the
words " County Miutual | nsurance Conpany"”;

(2) the location of the principal office of the
conpany; and




(3) the nunmber of the directors, which nust be at
| east five. (V.T.1.C. Art. 17.04 (part).)
Source Law

Art. 17.04. [The charter and articles of
i ncorporation of a county nutual insurance
conpany shall state]

It shall also state the nane of the
conpany, which shall include the words
"County Mitual I|nsurance Conpany," the place
of its principal office; the nunber
of its first directors, the nunmber never to
be less than five (5); and .

Revi sed Law

Sec. 912.056. CREATI ON OF LOCAL CHAPTERS AND DI STRI CTS. (a)
A county nmutual insurance conpany's bylaws may provide for:

(1) the organization of |ocal chapters to transact the
conpany's busi ness; and

(2) the creation of districts in and for which
directors may be el ected.

(b) The bylaws may al so provide that del egates fromthe
conpany's | ocal chapters are the conpany's supreme governi ng
body.

(c) The conpany may consi der the hazards agai nst which the
conpany insures and the conpany's classes of risks and territory
of operation in organizing the |ocal chapters and creating the
districts. (V.T.1.C. Art. 17.07.)

Source Law

Art. 17.07. The by-laws of county nutual
i nsurance conpani es may provide for the
organi zation of local chapters for the
transaction of their business and for the
creation of districts in and for which their
directors may be elected. The by-laws may
al so provide that del egates froml oca
chapters constitute the suprenme governing
body of the conpany. In the organization of
| ocal chapters, and the creation of the
districts, the hazards insured against, and
the classes of risks, as well as the
territory of operation, may be taken into
consi derati on.

Revi sed Law
Sec. 912.057. POLI CYHOLDER MEETINGS. (a) A county nutua
i nsurance conpany shall hold a policyhol der neeting to el ect




directors and transact business at the tine and place and in the
manner prescribed by the conpany's byl aws.
(b) A special neeting of a conpany's policyhol ders may be

cal |l ed by:

(1) the president, the general manager, or one-third
of the company's directors; or

(2) the commssioner. (V.T.1.C. Art. 17.15.)

Source Law

Art. 17.15. The neetings of the
pol i cyhol ders of county nutual insurance
conpani es shall be held at such tine or
times, in such place or places, and in such
manner for the purpose of electing directors
and transacting any busi ness com ng before
them as prescribed in their by-Iaws.

Speci al neetings may be held upon the
call of the President, the General Manager,
one-third (1/3) of the Directors of the
conpany, or the Board of Insurance
Conmi ssi oners.

Revi sed Law
Sec. 912.058. VOTI NG BY PCLI CYHOLDERS. (a) Each
pol i cyhol der of a county nutual insurance conpany is entitled to
only one vote at a policyhol ders' neeting.
(b) A policyhol der may not vote by proxy unless the
conpany's byl aws specifically authorize voting in that manner.
(V.T.1.C. Art. 17.14.)

Source Law

Art. 17.14. Each policyholder in a
county nutual insurance conpany shall be
entitled to only one vote in al
pol i cyhol ders' neeti ngs.

No voting by proxy shall be permtted
unless it is specially authorized by the
by- | aws.

Revi sed Law

Sec. 912.059. AMENDMENT TO BYLAWS. (a) A mmjority of the
menbers of a county nutual insurance conpany, either in person or
by proxy when ratified by the board of directors, may anmend the
conpany's bylaws at a regular neeting or at a special neeting
called for that purpose.

(b) Notice of a regular or special neeting at which an
amendnent to the bylaws will be considered nust be nmailed or
del i vered personally to each nenber.




(c) An anendnment to the bylaws is not effective unti
approved by the conm ssioner as neeting the requirenments of this
chapter. (V.T.1.C Art. 17.25, Sec. 13.)

Source Law

Sec. 13. By-laws of any such conpany may
be anmended by a majority of the nenbers of
t he conpany present or represented by proxy
when ratified by the board of directors, but
only at neetings called for that purpose, or
at regular neetings. Anendnents to the
by-1aws shall not be effective until approved
by the Board of Insurance Conmm ssioners as
being in conformty with this Act. Notices
of all neetings, whether regular or special,
at which anendnents to by-laws will be
consi dered nust be nailed or delivered
personally to all nenbers.

Revi sed Law
Sec. 912.060. AUTHORITY TO PRCH BI T WAI VER OF BYLAWS. A
county nutual insurance conpany may provide in its bylaws that a
| ocal chapter or an officer or agent elected by the |ocal chapter
may not waive a provision of the bylaws. (V.T.1.C Art. 17.24.)
Source Law

Art. 17.24. Such conpani es may provide
in their by-laws that |ocal chapters and
of ficers and agents el ected by them do not
have the power to waive any provision of such
by- 1| aws.

Revi sed Law
Sec. 912.061. APPLI CATI ON FOR EXTENSI ON OF CHARTER, TERM
(a) Before a county nutual insurance conpany's charter or
extension of the charter expires, the conpany may apply to the
departnent for an extension of the charter for a termof 50 years
fromthe date the charter woul d ot herw se expire.
(b) The application for an extension nust:
(1) denonstrate that the application was authorized
either by a two-thirds vote of the conpany's directors or by a
majority vote at a policyhol ders' neeting;
(2) state in full the charter to be extended,
(3) state the period for which the charter is to be

ext ended;

(4) be signed and acknow edged by the president and
secretary of the conpany; and

(5) be acconpanied by a fee of $50.



(c) A conpany whose charter is extended retains the rights,
privileges, and imunities granted a county nutual insurance
conpany by this chapter. (V.T.1.C Art. 17.19.)

Source Law

Art. 17.19. Any such conpany at any tine
before its charter or any extension thereof
expires may have such charter extended for a
termof fifty (50) years fromthe date of
expiration. It shall continue under the
extended charter to have all the rights,
privileges and immunities granted by this
chapter. The application for such extension
shal |l be nmade to the Board, shall show that
t he application was authorized either by a
two-thirds (2/3) vote of the directors or by
a majority vote at a policyhol ders' neeting,
shal |l set out in have verbae the charter to
be extended, shall state the time for which
it is to be extended, shall be signed and
acknow edged by the president and secretary
of the conmpany, and shall be acconpanied by a
fee of Fifty ($50.00) Doll ars.

Revisor's Note

V.T.1.C. Article 17.19 requires that an
application for an extension of a county
mut ual insurance conpany's charter "set out
in have verbae the charter to be extended."
The revised | aw substitutes "in full™ for "
have verbae" because it is clear fromthe
context that the charter nust be set out "in
full,” and that termis nore commonly used.

[ Sections 912. 062-912. 100 reserved for expansi on]
SUBCHAPTER C. AUTHORITY TO ENGAGE IN BUSINESS I N THI S STATE
Revi sed Law

Sec. 912.101. OPERATI ON UNDER CERTI FI CATE OF AUTHORITY. A
county mutual insurance conpany engages in the business of
i nsurance under a certificate of authority issued by the
departnment. (V.T.1.C Art. 17.21, Sec. (a) (part).)
Source Law

in

Art. 17.21. (a) |[The departnent shal
charge and collect a fee] . . . for the
i ssuance of a certificate of authority .
to all conpani es operating under this
chapter.



Revi sed Law
Sec. 912.102. AUTHORI TY TO ENGAGE I N BUSI NESS. A county

mut ual insurance conpany may engage in business in accordance

W th

this chapter and other applicable laws only if:
(1) the conpany was formed before Septenber 6, 1955,

and was actively engaged in the business of insurance on that

dat e;

or
(2) the conpany was formed under a permt to solicit

i nsurance issued before Septenber 6, 1955. (V.T.I.C Art. 17.02
(part).)

Source Law

Art. 17.02. . . . County nutua
i nsurance conpanies forned prior to the
effective date of this Act and actively
engaged in the insurance business at the tine
of such effective date or fornmed pursuant to
permt issued prior to the effective date of
t his anendnent under Article 17.03 shall be
permtted to engage in business in accordance
with the provisions of Chapter 17, as
anmended, and ot her applicable |aws;

Revi sor's Note

(1) V.T.I.C Article 17.02 refers to
"the effective date of this Act," neaning the
effective date of Chapter 117, Acts of the
54t h Legi sl ature, Regul ar Session, 1955. The
revi sed | aw substitutes Septenber 6, 1955,
the effective date of the act, for the quoted
| anguage.

(2) V.T.I.C Article 17.02 refers to
V.T.1.C. Chapter 17, as anended. The revised
law omts the reference to "as anended"
because under Section 311.027, Governnent
Code (Code Construction Act), unless
expressly provided otherwi se, a reference to
a statute applies to all reenactnents,
revi sions, or anmendnments of the statute.

[ Sections 912.103-912. 150 reserved for expansi on]
SUBCHAPTER D. POLI CI ES AND COVERAGE
Revi sed Law
Sec. 912.151. KINDS OF | NSURANCE AUTHORI ZED. (a) A county

mut ual insurance conpany that qualifies to wite casualty |ines
for statew de operation may wite all lines of autonobile
i nsurance. The conpany may not assune a risk on any one hazard

t hat

is greater than five percent of its assets, unless the

conpany pronptly reinsures the excess amount of risk



(b) A county nutual insurance conpany may insure property
agai nst | oss or damage by:

(1) fire, lightning, gas explosion, theft, w ndstorm
and hail or for any conbination of these hazards; or

(2) any other hazard agai nst which any other fire or
W ndstorm i nsurance conpany operating in this state may wite
i nsurance on property described by Subsection (c).

(c) Unless restricted by its charter, the conpany nmay wite
i nsurance agai nst the hazards described by Subsection (b) on:

(1) a rural or urban dwelling and attendant outhouses
and yard buil di ngs;

(2) the contents, for hone and personal use, of a
rural or urban dwelling, an attendant outhouse, or a yard
buil ding, including a famly vehicle, nusical instrument, and
library;

(3) a barn or other farm dairy, truck garden
hennery, or ranch building and any other inprovenent;

(4) a vehicle, harness, inplenent, tool, or machinery
of any description used on and about a farm truck garden, dairy,
hennery, or ranch;

(5) fruit and products, other than grow ng crops, and
any fow, livestock, or domestic animals that are produced,
rai sed, grown, kept, or used on a farm truck garden, dairy,
hennery, or ranch;

(6) a church house, country school house, country

| odge room or country recreation hall, other than a road house
or public dance hall; and

(7) the contents of a church house, country school
house, country | odge room or country recreation hall. (V.T.I1.C

Art. 17.01 (part); Art. 17.25, Sec. 1.)
Source Law

Art. 17.01. [County Mitual |nsurance
Conpani es are conpani es organi zed for the

pur pose of insurance] . . . against |oss or
damage by fire, lightning, gas expl osion
theft, wndstormand hail, and for all or

ei ther of such purposes.

Unl ess they are restricted by their
charters, they may wite insurance agai nst
sai d hazards:

(a) On both rural and urban
dwel I i ngs and attendant outhouses and yard
buil dings and all their contents for hone and
personal use--including famly vehicles,
nmusi cal instruments and |ibraries;

(b) On barns and other farm
dairy, truck garden, hennery and ranch



bui | di ngs and i nprovenents of every
descri ption;

(c) On all vehicles, harness,
i npl ements, tools and nmachi nery of every kind
and description used on and about farnmns,
truck gardens, dairies, henneries or ranches;

(d) On all fruits and products,
ot her than growing crops, and all fow s,
donmestic aninmals and |ivestock of every
description, produced, raised, grown, kept or
used on truck gardens, henneries, farns,
ranches and dairies; and

(e) On church houses, country
school houses, country | odge roons and
country recreation halls, other than road
houses and public dance halls and their
cont ent s.

Art. 17.25

Sec. 1. County nutual insurance
conpani es operating under the provisions of
this Chapter shall be authorized to wite
i nsurance agai nst | oss or damage from any
hazard provided therein or that any other
fire or windstorm i nsurance conpany operating
in Texas may wite on property described in
Article 17.01 of this Chapter. County nutual
i nsurance conpani es qualifying to wite
casualty lines for state w de operation may
wite all lines of autonobile insurance,
provi ded that no such conmpany shall assune a
risk on any one hazard greater than five (5%
per cent of its assets, unless such excess
shall be pronptly reinsured.

Revi sed Law

Sec. 912.152. POLICY FORMS. (a) A county nutual insurance
conpany is subject to Articles 5.06 and 5. 35.

(b) The comm ssioner, in accordance with Article 5.35, may
adopt for use by county nutual insurance conpani es uniformpolicy
forms that differ fromthe forns adopted for use by other
conpani es and shall prescribe the conditions under which a county
nmut ual i nsurance conpany:

(1) may use the policy forns adopted under this
subsection; or

(2) shall use the policy forns adopted for other
conpanies. (V.T.1.C. Art. 17.25, Sec. 5.)




Source Law

Sec. 5. Each county mutual insurance
conpany shall be subject to the provisions of
Article 5.06 and Article 5.35 of this Code.
The Board of I|nsurance Comm ssioners pursuant
to Article 5.35 may in its discretion make,
pronul gate and establish uniformpolicies for
county mutual insurance conpanies different
fromthe uniformpolicies nade, pronul gated
and established for use by conpani es ot her
than county nutual insurance conpani es, and
shall prescribe the conditions under which
such policies may be adopted and used by
county mutual insurance conpanies, and the
condi ti ons under which such conpani es shal
adopt and use the same fornms and no others as
are prescribed for other conpani es.

Revisor's Note
Section 5, V.T.1.C. Article 17. 25,
aut hori zes the comm ssi oner of insurance to
"make, pronul gate and establish"” policies.
The revised | aw substitutes "adopt" for the
guot ed | anguage to provide for consistent use
of term nology within this code.
Revi sed Law
Sec. 912.153. CONTRACT TERMS: | NCORPORATI ON OF BYLAWS. (a)
A county nmutual insurance conpany's bylaws are part of each
contract between the conpany and an insured.
(b) Each policy issued by the conmpany nust state that the
conpany's bylaws are part of the contract. (V.T.1.C
Art. 17.23.)

Source Law

Art. 17.23. By-laws of the conpany shal
al ways constitute a part of the contract with
the insured and the policy shall so state.

Revi sed Law
Sec. 912.154. AMOUNT OF | NSURANCE UNDER MULTI PLE HAZARDS
PCLI CY. The anount of risk or insurance coverage in a policy that
insures a risk against nore than one hazard is the maxi mnum | oss
the county nutual insurance conpany may sustain under the policy
at any one tinme, regardl ess of the nunber of hazards agai nst
whi ch the conpany insures. (V.T.1.C. Art. 17.25, Sec. 20 (part).)




Source Law

Sec. 20. . . . Were any risk is
i nsured agai nst nore than one hazard, for the
pur poses of this Chapter and of this Article,
t he amount of risk or insurance in any policy
shall be the maxi mum | oss that may be
sustained at any one tinme by the conpany
under the policy, regardl ess of the nunber of
hazards insured against.

Revi sed Law

Sec. 912.155. REPAIR OR REPLACEMENT OF | NSURED PROPERTY.
(a) The county nutual insurance conpany's bylaws may authori ze
the conpany to require, at its option, that all or a percentage
of the noney paid for a | oss be used to replace or repair the
damaged or destroyed property. The requirenent may apply equally
to personal and real property, including personal and real
property exenpt from execution, such as a honestead or a building
on the homestead. The conpany may provide in its bylaws that the
requi renents of Section 862.053 do not apply to its insurance
pol i ci es.

(b) This section does not apply to a conpany that neets the
requi renents of Section 912.308(a)(3), but such a conpany is
subj ect to Sections 883.154, 883.155, and 883.156. (V.T.I.C
Art. 17.06 (part).)

Source Law

Art. 17.06.

The by-laws may al so provide that when a
| oss occurs, the conmpanies may, at their
option, provide and require that all or a
certain per cent of the noney to be paid for
the | oss be put back into a replacenent or
repair of the property danaged or destroyed;
provi ded such provision may be equally nmade
applicable to real and personal property and
property exenpt from execution such as
homest eads or buil dings on the honestead and
exenpt personal property. County nutua
conpanies may in their by-laws provide that
the requirements of Article 6.13 of this Code
shall not be applicable to their contracts of
i nsur ance.

Provi ded, however, that a county nutua
i nsurance conpany which neets the
requi renents of Article 17.11, subsection (c)
shall not be subject to the provisions of the



next two (2) precedi ng paragraphs, but shall
be subject to the provisions of Article 15.11
of this Code.

Revi sor's Note
V.T.1.C. Article 17.06 states that a
county mutual insurance conpany's byl aws may
provide that certain requirenents do not
apply to the conpany's "contracts of
i nsurance."” The revised | aw substitutes
"policies" for "contracts" for consistency of
terns in this chapter
Revi sed Law
Sec. 912.156. CONTESTI NG CLAI M FOR CERTAI N PURPOSES
PROHI BITED. (a) In this section, "full paynent" neans paynent of
the full anmpbunt of a |oss actually sustained on the occurrence of
t he contingency agai nst which the insurance coverage i s obtained,
not to exceed the maxi num anmobunt stated in the policy.
(b) A county nutual insurance conmpany may not contest a
claim

(1) only for delay or a captious or inconsequenti al
reason; or
(2) to force a settlenent for less than full paynent.
(V.T.1.C. Art. 17.25, Secs. 3 (part), 12 (part).)
Source Law

Sec. 3. The follow ng terns when used in
this article shall be defined:

"Paid in full" or "full paynent”
shal | nean the payment of the full anount of
| oss actually sustained not to exceed the
maxi num stated in the policy on the happening
of the contingency insured against.

Sec. 12. . . . clainms may not be
contested for delay only or for captious or
i nconsequential reasons, or to force
settlenment at |ess than full paynent.

Revi sor's Note
(1) Section 3, V.T.I.C. Article 17. 25,

defines "paid in full"” and "full paynent.”
The revised law omts the reference to "paid
in full" as unnecessary because the termis

not used in the source law for this chapter
or in the revision.
(2) Section 12, V.T.1.C. Article 17. 25,



provides that "[i]t shall not be unlawful for
a [county nutual insurance] conpany to
contest clains for valid reasons,” but a
conpany may not contest a claimfor delay or
for certain other reasons. The revised |aw
omts the quoted | anguage as unnecessary
because prohibiting a county nutual insurance
conpany fromcontesting a claimfor certain
reasons does not inply that the conpany may
not otherw se contest a claimfor a valid
reason. The omtted |aw reads:

Sec. 12. It shall not be unlawful for a
conpany to contest clains for valid reasons;
but

Revi sed Law

Sec. 912.157. DENIAL OF CLAIM NOTICE REQU RED. (a) A
county mutual insurance conpany shall notify a claimant of the
conpany's intent to deny liability on a claimnot later than the
60th day after the date the conpany receives due proofs that the
claimw |l not be paid.

(b) A conpany that does not notify a clainmant as required
by Subsection (a) is presunmed as a matter of |law to have accepted
l[iability on the claim (V.T.1.C Art. 17.25, Sec. 12 (part).)

Source Law

Sec. 12. . . . Therefore, if liability
is to be denied on any claim the conpany is
hereby required to notify the claimant within
sixty (60) days after due proofs are received
that the claimw |l not be paid, and failing
to do so, it will be presuned as a matter of
law that liability has been accept ed.

[ Sections 912.158-912. 200 reserved for expansi on]

SUBCHAPTER E. CHARGES, PREM UMS, AND ASSESSMENTS
Revi sed Law
Sec. 912.201. SCHEDULE OF CHARCES. A county nutua
i nsurance conpany shall file wth the departnent a schedul e of
t he amounts the conpany charges a policyhol der or an applicant
for a policy, regardless of the termthe conpany uses to refer to
t hose charges, including "rate,” "policy fee," "inspection fee,"
"menbership fee," or "initial charge.” (V.T.1.C Art. 17.25,
Sec. 6.)




Source Law

Sec. 6. Such conpanies shall file with
the Board a schedule of its rates, the anmount
of policy fee, inspection fee, nmenbership
fee, or initial charge by whatever name
called, to be charged its policyhol ders or
t hose appl ying for policies.

Revi sed Law
Sec. 912.202. PAYMENT OF PREM UM OR ASSESSMENT. (a) A

county nutual insurance conpany's byl aws nust:

(1) state the time and manner of the |evy and paynent
of a prem umor assessnent for policies witten by the conpany;

(2) in addition to the regular prem um or assessnent
under Subdivision (1), establish the contingent liability of a
pol i cyhol der for all |osses accrued while a policy is in force in
t he amount of $2 for each $100 of insurance coverage; and

(3) state the time and manner of paynment of a
policyholder's contingent liability established under Subdivision

(2).

(b) As required by its bylaws, a county nutual insurance
conpany shall establish and | evy prem unms and assessnents,

i ncluding the contingent liability of a policyhol der, for al
i nsurance witten by the conpany.

(c) A policyhol der shall pay prem uns and assessnents as
requi red by the conpany's byl aws.

(d) The prem umor assessnent for a policy shall be secured
by a Iien on each itemof real or personal property, other than a
homest ead, covered by the policy, including the |Iand on which an
insured building is located. The lien remains on the property
while the insured owns the property.

(e) Subsection (a) does not apply to a conpany that neets
the requirenments of Section 912.308(a)(3), but such a conmpany is
subj ect to Sections 883.154, 883.155, and 883.156. (V.T.I.C
Art. 17.06 (part); Art. 17.08 (part); Art. 17.25, Sec. 20
(part).)

Source Law

Art. 17.06. The by-laws shall state the
time and manner of the | evy and paynent of
all premunms or assessnents for all insurance
witten by the conpany.

They shall also fix the liability of the
pol i cyhol ders for all |osses accrued while
the policies are in force, in addition to the
regul ar prem um or assessnents for the sane;
and the tinme and manner of the paynent of



such liability; provided that the anmount of
such liability shall be $2.00 for each
$100. 00 of insurance in such policy.

Provi ded, however, that a county nutua
i nsurance conpany which neets the
requirenents of Article 17.11, subsection (c)
shall not be subject to the provisions of the
next two (2) precedi ng paragraphs, but shall
be subject to the provisions of Article 15.11
of this Code.

Art. 17.08. Al prem uns and
assessnents, including the contingent
liability of policyholders for all insurance
witten by county nmutual insurance conpanies
shall be fixed, levied and paid as and when
required by the by-laws of the conpanies and
t he whol e premiumor assessnment for a policy
shall be secured by a lien on each item of
real or personal property other than
honest eads covered by such policy including
the Iand on which the insured buildings are
situated, as long as the sanme renains the
property of the insured.

[Art. 17.25]

Sec. 20. The contingent liability of
pol i cyhol ders required under Article 17.06 of
this Chapter shall be fixed in the by-laws of
each conpany and shall be $2.00 for each
$100. 00 of property insured in any policy
i ssued by conpani es subject to the provisions
of this Article.

Revi sed Law
Sec. 912.203. NONPAYMENT OF PREM UM OR ASSESSMENT: FI LI NG
OF ACTION. (a) A county nutual insurance conpany may bring an
action in the honme county of the conpany agai nst a policyhol der
who defaults on the paynment of an assessnment or prem um
(b) The conpany is entitled to judgnent against the
pol i cyhol der for:
(1) delinquent prem uns or assessnents;
(2) foreclosure of the lien described by Section
912.202; and
(3) the costs of an action, including a reasonable
attorney's fee in the amount of at least $5. (V.T.I1.C




Art. 17.08 (part).)
Source Law

Art. 17.08. . . . If default is made by
a policyholder in the paynent of an
assessnent or premum suit may be brought
against himfor the sanme in any court of
conpetent jurisdiction in the honme county of
t he conpany and the conpany shall be entitled
to have judgnent against himfor such
del i nquent prem uns or assessnents, and for a
foreclosure of said lien, together with al
costs of suit including a reasonable
attorney's fee in a sumof not |ess than Five
($5.00) Dollars.

Revi sor's Note
V.T.1.C. Article 17.08 provides that a
county mutual insurance conmpany may file suit
"in any court of conpetent jurisdiction.”
The revised law omts the quoted | anguage as
unnecessary because a suit may only be
brought in a court, and the general |aws of
civil jurisdiction determ ne which courts
have jurisdiction over the matter. For
exanpl e, see Sections 24.007-24.011
Government Code, for the general jurisdiction
of district courts.
Revi sed Law
Sec. 912.204. POLI CYHOLDER LI ABILITY. A policyholder is
l[iable for the | osses of a county nmutual insurance conpany only
as provided by Section 912.202 and the conpany's byl aws, and only
in proportion to the anmount that the prem um or assessment for
the policyholder's policy bears to the total amount of prem uns
or assessnents for all policies witten by the conmpany in the
class to which the policyholder's policy belongs. (V.T.1.C
Art. 17.09.)

Source Law

Art. 17.09. Policyhol ders shall be
liable for | osses of the conpany only as
prescribed in the by-laws of the conmpany and
Article 17.06 of this Code, and that only in
proportion that the prem um or assessnents
for the insurance of any policy bears to the
total anmount of prem unms or assessnents for
all the insurance in the class to which the
policy bel ongs.



[ Sections 912. 205-912. 250 reserved for expansi on]

SUBCHAPTER F. AGENTS
Revi sed Law
Sec. 912.251. LI CENSI NG AND APPO NTMENT OF AGENTS. An agent
or solicitor for a county nutual insurance conpany nust be
I icensed and appointed as provided by Article 21.07 or 21.14.
(V.T.1.C. Art. 17.25, Sec. 9.)
Source Law

Sec. 9. Agents or solicitors for such
conpani es shall be licensed and appoi nted as
provided in Article 21.07 or 21.14 of this
Code.

Revi sed Law

Sec. 912.252. OVERCHARG NG OR M SREPRESENTATI ON BY AGENT:
REVOCATI ON OF LICENSE. (a) The departnent shall revoke the
license of an agent or solicitor of a county nutual insurance
conpany convi cted of an offense under Section 912.253.

(b) The departnment nmay not issue another |icense to an
agent or solicitor whose |license is revoked under this section.
(V.T.1.C Art. 17.25, Sec. 15 (part).)

Source Law

Sec. 15. Should any agent or solicitor
for any conpany be found guilty of [making a
charge greater than that filed with the
Board, or guilty of m srepresentation,] he
shall have his license cancell ed and shal
not thereafter be again licensed by said
Boar d.

Revi sor's Note

Section 15, V.T.1.C. Article 17.25,
requires the department to "cancel" the
i cense of an agent or solicitor "found
guilty"” of conmtting certain acts. The
revised | aw substitutes "revoke" for "cancel"
and "convicted" for "found guilty" because,
in context, the terns are synonynous, and
"revoke" and "convicted" are nore commonly
used.

Revi sed Law
Sec. 912. 253. OVERCHARG NG OR M SREPRESENTATI ON BY AGENT,
CRI M NAL PENALTY. (a) An agent or solicitor of a county nutua
i nsurance conpany conmits an offense if the person:
(1) charges an amount for a policy that is greater




than the amobunt in the schedule of charges filed with the
departnent; or
(2) conmts msrepresentation.
(b) An offense under this section is punishable by a fine
of not less than $50 or nore than $500. (V.T.I.C Art. 17.25,
Sec. 15 (part).)
Source Law

Sec. 15. Should any agent or solicitor
for any conpany be found guilty of making a
charge greater than that filed with the
Board, or guilty of m srepresentation, [he
shall have his license cancell ed]

Any agent or solicitor who, upon
conviction, is found guilty of overcharge or
m srepresentation, shall be punished by a
fine of not less than Fifty ($50.00) Dollars
nor nore than Five Hundred ($500.00) Doll ars.

[ Sections 912. 254-912. 300 reserved for expansi on]

SUBCHAPTER G REGULATI ON OF COUNTY MJTUAL
| NSURANCE COMPANY; FI NANCI AL REQUI REMENTS
Revi sed Law

Sec. 912.301. REPORT REGARDI NG CONDI TI ON OF COVPANY. (a)
The conm ssioner may, at any tinme the conm ssioner determ nes
advi sabl e, conpel witten reports froma county nutual insurance
conpany regardi ng the conpany's condition.

(b) The conmm ssioner may require that the report be
verified under oath by a responsible officer of the conpany.
(V.T.1.C Art. 17.25, Sec. 18 (part).)

Source Law

Sec. 18. The Board of Insurance
Conmi ssi oners shall have the power and
authority to conpel witten reports from such
association as to the condition of such
conpany whenever deened advi sabl e by the
Board. The Board may require that such report
be verified by the oath of a responsible
of ficer of the conpany.

Revi sed Law
Sec. 912.302. ANNUAL STATEMENT FEE. The departnent shal
charge and the conptroller shall collect a fee of $20 for the
filing of an annual statement by a county nutual insurance
conmpany. (V.T.1.C Art. 17.21, Sec. (b).)




Source Law

(b) The departnent shall charge a
filing fee of Twenty ($20.00) Dollars for
filing each annual statenent. The
conptroller shall collect the filing fee.

Revi sed Law

Sec. 912.303. BOOKS AND RECORDS. (a) A county nutua
i nsurance conpany shall maintain the conpany's books and records
in a formand manner that accurately reflects the condition of
t he conpany or the facts essential to the conpany's faithful and
effective operation.

(b) The conpany shall use fornms or systens that nost
effectively serve the purposes of this section. (V.T.I.C
Art. 17.25, Sec. 8.)

Source Law

Sec. 8. Al the records and books of
each conpany shall be kept in the shape, form
and manner as to reflect truly and accurately
the condition of the conpany, or the facts
essential to its faithful and effective
operation. The conpany shall at once adopt
forms or systenms which will serve the purpose
nost effectively.

Revi sor's Note

(1) Section 8, V.T.I.C. Article 17.25,
refers to the "shape, formand manner"” of a
county mutual insurance conpany's books and
records. The revised law omts the reference
to "shape" because "shape" is included within
t he meaning of "form and manner."

(2) Section 8, V.T.I.C. Article 17.25,
refers to "truly and accurately" reflecting
the condition of the conpany. The revised
law omts the reference to "truly" because
"truly” is included within the nmeaning of
"accurately."

Revi sed Law

Sec. 912.304. REINSURANCE. (a) A county nutual insurance
conpany may reinsure any or all of the conpany's risks with
anot her conpany agai nst any hazard agai nst which the county
mut ual insurance conpany is permtted to insure.

(b) The county nutual insurance conpany may contract for
nmutual or reciprocal reinsurance with another conpany on the
mut ual or cooperative plan subject to the follow ng conditions:




(1) the county nutual insurance conpany may assune the
rei nsurance on the risks of the other conpany only if the other
conpany reinsures the risks of the county nmutual insurance
conpany; and

(2) the county nutual insurance conmpany may wite or
assunme the reinsurance only on property that the conpany is
authorized to insure and that is located in this state.

(c) A county nutual insurance conpany that reinsures
anot her conpany's property is liable for the | osses of the other
conpany only as specified in the reinsurance contract. The
county mutual insurance conpany does not becone a nenber or
partner of the other conpany as a result of the reinsurance.

(d) A county nutual insurance conpany may pay or coll ect
addi ti onal assessnments or prem uns for the purpose of a contract
descri bed by Subsection (b). (V.T.1.C Art. 17.20.)

Source Law

Art. 17.20. County mnutual insurance
conpanies may reinsure any or all of their
ri sks against any or all hazards which they
are permtted to insure against with any
ot her conpany or conpani es.

They shall have power and authority to
make and enter into nutual or reciprocal
rei nsurance contracts with other conpani es on
the nutual or cooperative plan; provided that
no county nutual insurance conpany shal
wite or assune the reinsurance on any ot her
property than the property it is permtted to
insure, or on property situated outside of
the State of Texas; and when such a county
mut ual insurance conpany reinsures the
property of another conpany, it shall not by
reason of such fact be, or beconme a nenber or
partner, of such other conpany, but shall
only becone liable for the | osses of such
ot her conpany as specified in the contract of
i nterinsurance and not otherw se; and
provided further, that a county nutua
i nsurance conpany shall only have authority
to reinsure the risks of another conpany in
consideration of the fact that such other
conpany reinsures its risks; and for that
purpose it may pay or collect additional
assessnments and/ or prem uns as the case may
be.



Revi sor's Note
V.T.1.C. Article 17.20 refers to nutua
or reciprocal "reinsurance" and to a contract
of "interinsurance." The revised |aw
substitutes "reinsurance" for
"interinsurance" because, in this context,
the terns are synonynous and "reinsurance" is
the term nore commonly used.
Revi sed Law
Sec. 912.305. SECURITY DEPCSIT. (a) A county nutual
i nsurance conpany shall maintain with the conptroller through the
departnment a deposit in cash or, subject to the comm ssioner's
approval, convertible securities. The deposit nust be equal to:
(1) the largest anobunt assunmed by the conpany on any
one risk; or
(2) on a denmpbnstration of reinsurance acceptable to
t he conmm ssioner, the |argest anount retained by the conpany on
any one risk after reinsurance.
(b) The deposit is |iable for the paynent of all judgnents
agai nst the conpany and is subject to garnishnent after fina
j udgnment agai nst the conpany. The conpany, on the conm ssioner's
demand, nust inmediately replenish the deposit when the deposit
i s inmpounded or depleted. |If the conpany does not imedi ately
repl eni sh the deposit, the conpany may be regarded as insol vent.
(c) If a county nutual insurance conpany nakes a statenent,
including a statenment contained in an advertisenent, letter, or
literature, that the conpany deposited cash or securities as
required by this section, the conpany nust also state in full:
(1) the purpose, exact anount, and character of the
deposit; and
(2) the conditions under which the deposit was made.
(V.T.1.C. Art. 17.25, Sec. 4.)
Source Law

Sec. 4. Each such conmpany shall place
with the conptroller through the Board of
| nsurance Comm ssioners a deposit equal to
t he | argest anount assumed on any one ri sk,
or upon a showi ng or re-insurance acceptable
to the Board, the | argest amount retained on
any one risk after re-insurance, which
deposit may be in cash or in convertible
securities subject to approval of the Board.
Such deposit shall be liable for the paynent
of all judgnments agai nst the conmpany, and
subj ect to a garnishnent after final judgnent
agai nst the conpany. \Wen such deposit
beconmes i npounded or depleted it shall at



once be repl enished i medi ately on demand by
the Board, or the conpany may be regarded as

i nsol vent.
When any conpany shall desire to state
in adverti senents, letters, literature or

otherwise, that it has nade a deposit with
the Board as required by law, it nmust also
state in full the purpose of the deposit, the
conditions under which it is nmade, and the
exact anmount and character thereof.

Revi sor's Note

Section 4, V.T.1.C. Article 17. 25,
refers to "a showi ng or re-insurance" of a
county mutual insurance conpany's risks. The
revised | aw substitutes "of" for "or" to
correct an apparent typographical error.

Revi sed Law
Sec. 912.306. REQU RED BONDS. (a) A county nutual
i nsurance conpany shall obtain a bond for:

(1) the officer responsible for handling the funds of
t he conpany's nmenbers; and

(2) all other office enployees who may have access to
t he conpany's funds.

(b) The bonds required under this section nust:

(1) be with a surety authorized by the departnent to
engage in business in this state;

(2) be nmade payable to the departnent for the use and
benefit of the conpany's nenbers; and

(3) obligate the principal and surety to pay pecuniary
| osses that the conpany sustains through an act of fraud,

di shonesty, forgery, theft, enbezzlenent, wongful abstraction,
or wilful msapplication, regardl ess of whether the act is
commtted by the officer or enployee directly and alone, or in
cooperation wth another person.

(c) A bond under this section nust:

(1) be in an anmount that is at |east the greater of
$1, 000 or the ampbunt of cash assets on hand, but not nore than
$20, 000, if the bond covers the officer; or

(2) be in an anmount established by the departnent that
is at |least $1,000 but not nore than $5,000, if the bond covers
of fi ce enpl oyees.

(d) One or nore persons may recover on a bond under this
section until the bond is exhausted. (V.T.1.C. Art. 17.25, Sec.
11.)

Source Law

Sec. 11. Such conpanies shall furnish a



bond for the officer responsible for the
handl i ng of funds of the nenbers in sone
surety licensed by the Board to do business
in Texas in the m ni mrum anbunt of One
Thousand ($1, 000.00) Dol lars, said bond to be
kept at all tinmes at |east equal to the cash
assets on hand, with a maxi num of Twenty
Thousand ($20, 000.00) Dollars, said bond
shall be made payable to the Board of

| nsurance Conm ssioners for the use and
benefit of the nmenbers of the conpany, and
shall obligate the principal and surety to
pay such pecuniary |oss as the conpany shal
sustain through acts of fraud, dishonesty,
forgery, theft, enbezzlenent, w ongful
abstraction or willful msapplication on the
part of such officer, either directly and

al one, or in connivance wth others.

In addition to the bond required in the
precedi ng paragraph each conpany shal
procure a |like bond for all other office
enpl oyees, who may have access to any of its
funds, in an anmobunt or amounts fixed by the
Board with a m ni rum of One Thousand
($1, 000.00) Dol lars and a maxi num of Five
Thousand ($5, 000.00) Dollars. Successive
recoveries on any of the bonds provided for
in this section may be had on such bonds
until sanme are exhaust ed.

Revi sor's Note

Section 11, V.T.1.C. Article 17.25,
refers to a "licensed" surety, neaning a
surety who holds a certificate of authority
and is thus authorized to engage in business
inthis state. The revised |aw substitutes
"aut horized" for "licensed" for consistent
use of term nology within this code.

Revi sed Law

Sec. 912.307. RESERVE REQUI REMENTS. (a) A county nutual
i nsurance conpany shall mai ntain unearned prem um reserves as
provi ded by Section 862. 102.

(b) The conpany shall invest the unearned prem umreserves
and any other type of reserves authorized by the conpany's board
of directors in the sane type of securities in which the reserve
funds of insurance conpani es engaged in the same kind of business
are required to be invested by law. (V.T.1.C Art. 17.11

(part).)




Source Law

Art. 17.11. County nutual insurance
conpani es shall maintain at all tines
unearned prem umreserves as provided in
Article 6.01 of this Code. The unearned
prem um reserves and any ot her type of
reserves authorized by the Board of Directors
shal |l be invested in such securities as the
reserve funds of other insurance conpanies
doi ng the sane kind of business are by |aw
required to be invested.

Revi sed Law

Sec. 912.308. AMOUNT AND | NVESTMENT OF SURPLUS. (a) A
county mutual insurance conpany shall maintain an unencunbered
surplus which may be invested only in itens listed in Section
822.204. The unencunbered surplus nmust be at |east:

(1) $25,000, if the conpany is organized to wite
i nsurance coverage locally in only the county of its domcile;
(2) $50,000, if the conpany is organized to wite
i nsurance coverage in only the county of its domcile and any
adj acent county; or
(3) an anpbunt equal to the aggregate of the m ni num
capital and m ni mum surplus required under Sections 822. 054,
822. 202, 822.210, and 822.211, for a fire insurance conpany if
the county nutual insurance conpany is organized to wite
i nsurance coverage statew de.

(b) A county nutual insurance conpany is subject to
Sections 822.203, 822.205, 822.210, and 822.212 and Section 5,
Article 1.10. (V.T.I.C Arts. 17.11 (part), 17.16.)

Source Law

Art. 17.11.

There shall be maintained at all tines
free surplus invested only in itens
enunerated in Article 2.08 of this Code of:

(a) Not less than $25,000.00 if
the conpany is organized to wite insurance
locally in the county of its domcile only;
or

(b) Not |ess than $50,000.00 if
the conpany is organized to wite insurance
in the county of its domicile and any
adj oining counties only; or

(c) Not less than an anount equal
to the aggregate of the m ninum capital and



m ni mum surplus required of a fire insurance
conpany by Article 2.02 of this Code if such
conpany is organized to wite insurance in a
county other than the county of its domicile
and any adjoining counties within this State.

Each county nutual insurance conpany
shall be subject to the provisions of Section
5 of Article 1.10 and Article 2.20 of this
Code.

Art. 17.16. A county nutual insurance
conpany possessed of $25,000.00 or nore in
surplus as provided in Article 17.11 may
wite insurance locally in the county of its
dom cile; and such conpany possessed of
$50, 000. 00 or nore in surplus as provided in
Article 17.11 may wite insurance in the
county of its domcile and any adj oi ning
counties; and such conpany possessed of
surplus equal to the aggregate of the m ninmum
capital and m ni mum surplus required of a
fire insurance conpany by Article 2.02 of
this Code may wite insurance anywhere within
this State.

Revi sor's Note
V.T.1.C. Article 17.11 requires that a
county nutual insurance conmpany maintain
"free" surplus. The revised | aw substitutes
"unencunbered" for "free" for consistent use
of term nology within this code.
Revi sed Law

Sec. 912.309. POLICYHOLDER LOANS TO COVPANY. (a) A
policyhol der may |l oan to a county nutual insurance conpany noney
as necessary:

(1) for the conpany to engage in the conpany's
busi ness; or

(2) to enable the conpany to conply with a requirenent
of this chapter, including the unencunbered surplus requirenent
under Section 912. 308.

(b) Subject to the approval of the conm ssioner, the county
mut ual insurance conpany may repay a | oan and agreed interest, at
an annual rate not to exceed 10 percent, only fromthe surplus
remai ning after the conpany provides for the conpany's reserves,
other liabilities, and required surplus.

(c) A loan under this section or interest on a loan is not
otherwise a liability or claimagainst the conpany or any of its
assets.




(d) A county nutual insurance conpany may not pay a
conmi ssion, pronotion expense, or other bonus in connection with
a |l oan made to the conpany.

(e) A county nutual insurance conpany shall report inits
annual statenent the anmpbunt of each | oan nade to the conpany.
(V.T.1.C. Art. 17.17.)

Source Law

Art. 17.17. One or nore of the
pol i cyhol ders of the conpany nmay advance to
t he conpany such funds as are necessary for
the purposes of its business or to enable it
to conply with any requirenent of this
Chapter, including the surplus requirenment of
Article 17.11, and such noneys and interest
t hereon as may have been agreed upon, not
exceeding ten (10% per cent per annum shal
be payabl e, subject to the approval of the
Board of Insurance Conm ssioners, only out of
t he surplus remaining, after providing for
all reserves, other liabilities and required
surplus, and shall not otherw se be a
l[iability or claimagainst the conpany or any
of its assets. No comm ssion or pronotion
expense, or other bonus, shall be paid in
connection with the advance of any such noney
to the conpany, and the amount of all such
advances shall be reported in each annual
st at enent .

Revi sor's Note
V.T.1.C. Article 17.17 refers to the
advancenment of "funds" to a conpany. The
revi sed | aw substitutes "nmoney" for "funds”
because, in context, the terns are synonynous
and the former is nore conmmonly used.
Revi sed Law
Sec. 912.310. CERTAIN COVWPANI ES EXEMPT. (a) Chapter 196,
Acts of the 53rd Legislature, Regul ar Session, 1953, and Chapter
117, Acts of the 54th Legislature, Regular Session, 1955, do not
apply to a county mutual insurance conpany:
(1) that was organi zed and operating as a county
mutual fire insurance conpany on May 22, 1953; and
(2) the business of which is devoted exclusively to
the witing of industrial fire insurance policies covering
dwel 1'i ngs, househol d goods and wearing apparel on a weekly,
mont hly, or quarterly basis on a continuous prem um paynent plan.
(b) The exenption established by this section applies only




so long as the conpany is engaged exclusively in the witing of
industrial fire insurance policies described by Subsection (a).
(V.T.1.C Art. 17.02 (part).)

Source Law

Art. 17.02. . . . provided, however,
that neither the provisions of this Act nor
t he provisions of Senate Bill No. 107, Acts
of 53rd Regul ar Session, Texas Legi sl ature,
1953, effective May 22, 1953, shall apply to
any county nutual insurance conpany organized
and operating as a county nutual fire
i nsurance conpany on May 22, 1953, whose
busi ness is devoted exclusively to the
witing of industrial fire insurance policies
covering dwel lings, household goods and
wearing apparel on a weekly, nmonthly or
quarterly basis on a continuous prem um
paynment plan. Provided further, that this
exenption shall apply only so long as said
conpani es are engaged exclusively in the
witing of such industrial fire insurance
pol i ci es.

Revi sor's Note
V.T.1.C. Article 17.02 refers to "this
Act," nmeaning Chapter 117, Acts of the 54th
Legi sl ature, Regular Session, 1955, and to
"Senate Bill No. 107, Acts of 53rd Regul ar
Session, Texas Legislature, 1953," neaning
Chapter 196 as enacted by that |egislature.
The revised law is drafted accordingly.
[ Sections 912. 311-912. 700 reserved for expansi on]
SUBCHAPTER O  GENERAL FI NANCI AL REGULATI ON
Revi sed Law
Sec. 912.701. HAZARDOUS FI NANCI AL CONDI TI ON, SUPERVI SI ON,
CONSERVATORSHI P, AND LI QUI DATION. Articles 1.32, 21.28, and
21.28-A apply to a county nutual insurance conpany engaged in the
busi ness of insurance in this state. (New.)
Revi sor's Note
Section 14, V.T.1.C. Article 17. 25,
est abl i shed procedures for conservatorship of
a county mutual insurance conpany that is
insolvent or that is in a condition that
renders the continuance of its business
hazardous to the public. Section 14 was
derived fromV.A C.S. Article 4860a-20 and
has not been substantively anmended since




1947. After the enactnent of Article
4860a- 20, the legislature established

conpr ehensi ve procedures applicable to those
conpani es. Together with V.T.1.C. Article
21.28, the later enacted provisions, which
are contained in V.T.I.C. Article 1.32,
originally enacted in 1975, and V.T.1.C.
Article 21.28-A, originally enacted in 1967,
conpl etely subsune and repl ace the procedures
establ i shed under Section 14. As a result,
the revised law omts Section 14 as inpliedly
repeal ed and adds a reference to Articles
1.32, 21.28, and 21.28-A for the convenience
of the reader. The omtted |aw reads:

Sec. 14. If, upon an exam nation or at
any other tine, and after proper notice and
hearing, it appears to the Board of I|nsurance
Comm ssi oners that such conmpany be insol vent,
or its condition be, in the opinion of the
Board, such as to render the continuance of
its business hazardous to the public, or to
hol ders of its certificates, or if such
conpany appears to have exceeded its powers
or failed to conply with the law, then the
Board shall notify the conpany of its
determ nation and said conpany shall have
thirty (30) days under the supervision of the
Board within which to comply with the
requi renents of the Board; and in the event
of its failure to so conply within such tine,
the Board, acting for itself or through a
conservator appointed by the Life Insurance
Comm ssi oner for that purpose, shal
i mredi ately take charge of such conpany, and
all of the property and effects thereof. |If
the Board is satisfied that such conpany can
best serve its policyholders and the public
through its continued operation by the
conservator under the direction of said
Board, pending the election of new directors
and officers by the nenbership in such manner
as the Board may determ ne, the sane shall be
done. If the Board, however, is satisfied
that such conpany is not in condition to
satisfactorily continue business in the
interest of its policyhol ders under the
conservator as above provided, the Board
shal | proceed to reinsure the outstanding



l[iabilities in some sol vent conpany,
authorized to transact business in this
State, or the Board shall proceed through
such conservator, to |liquidate such conpany,
or the Board may give notice to the Attorney
CGeneral as provided under the CGeneral Laws
relating to insurance corporations. It shal
be in the discretion of the Board to
determ ne whether or not it will operate the
conpany through a conservator, as provided
above, or proceed to |iquidate the conpany,
as herein provided, or report it to the
Attorney Ceneral. Wien the liabilities of a
conpany are reinsured or |iquidated, as
herein provided, the Board shall report the
same to the Attorney General who shall take
such action as may be necessary to effect the
forfeiture or cancellation of the charter of
t he conpany so reinsured or |iquidated.
Where the Board lends its approval to the
merger transfer or consolidation of the
menber shi p of one conpany with that of

anot her, the sanme shall be reported to the
Attorney Ceneral who shall proceed to effect
the forfeiture or cancellation of the charter
of the company from which the nenbership was
nmerged, transferred or consolidated, in the
same manner as is provided for the charters
of conpanies reinsured or liquidated. No
nmerger or transfer shall be approved unl ess
t he conpany assum ng the nenbers transferred
or nerged is operating under the supervision
of the Board of Insurance Comm ssioners. The
cost incident to the conservator's services
shall be fixed and determ ned by the Board
and shall be a charge against the assets and
funds of the conpany to be allowed and paid
as the Board may determ ne

[ Sections 912.702-912. 750 reserved for expansi on]

SUBCHAPTER P. DI SCI PLI NARY ACTI ON AND PROCEDURES | N GENERAL
Revi sed Law
Sec. 912.751. OFFI CER OR DI RECTOR UNWORTHY OF TRUST:
REMOVAL AND REVOCATI ON OF CERTI FI CATE OF AUTHORITY. (a) After
noti ce and hearing, the comm ssioner shall order the renoval of
an officer or director of a county nutual insurance conpany
hol ding a certificate of authority if the officer or director is




found unworthy of the trust or confidence of the public.

(b) If a county mutual insurance conpany does not renobve an
officer or director as required by an order issued under
Subsection (a), the comm ssioner shall:

(1) revoke the conpany's certificate of authority; and
(2) treat the conmpany as insolvent. (V.T.1.C
Art. 17.25, Sec. 10 (part).)
Source Law

Sec. 10. [The Board of Insurance
Conmi ssioners shall not issue to any conpany
a certificate of authority . . . when it
shall find . . . any officer or menber of the
board of directors to be unworthy of the
trust or confidence of the public.] After a
certificate has been granted, the Board shal
order, after notice and hearing, the renova
of any officer or director found unworthy of
trust, and if such officer or director be not
t hen renoved, the Board shall cancel the
certificate and proceed to deal with the
conpany as though it were insolvent.

Revisor's Note
Section 10, V.T.1.C. Article 17.25,
states that the conmm ssioner "shall cancel"” a
certificate of authority in certain
ci rcunstances. The revised | aw substitutes
"revoke" for "cancel" because, in context,
the terns are synonynous and "revoke" is nore
frequently used. Simlar changes are nade
t hr oughout this chapter.
Revi sed Law
Sec. 912.752. FRAUDULENT OPERATI ON OR | MPROPER CONTESTS:
REVOCATI ON OF CERTI FI CATE OF AUTHORI TY. After notice and heari ng,
t he conm ssioner shall revoke the certificate of authority of a
county mutual insurance conpany that is:
(1) operating fraudulently; or
(2) inproperly contesting the conpany's clains.
(V.T.1.C. Art. 17.25, Sec. 12 (part).)
Source Law

Sec. 12. . . . The Board, after notice
and hearing, shall cancel the certificate of
authority of any conpany found to be
operating fraudulently or inproperly
contesting its cl aimns.



Revi sed Law
Sec. 912.753. TIME LIMT TO APPEAL. An individual or a
county mutual insurance conpany nmay appeal an order or a ruling
of the comm ssioner under this chapter not |ater than the 60th
day after the date of the order or ruling, in accordance with
Subchapter D, Chapter 36. (V.T.1.C Art. 17.25, Sec. 21 (part).)
Source Law

Sec. 21. It shall be the right and
privilege of any individual or any such
conpany to appeal within sixty (60) days from
any order or ruling . . . . The action shal
be tried and determ ned as provided by
Article 1.04 of this code.

Revi sor's Note

Section 21, V.T.1.C. Article 17. 25,
governs the appeal of an order or ruling of
t he conm ssioner issued under that article.
The revised law omts part of that provision,
relating to venue, as duplicative of V.T.I.C
Article 1.04, codified as Subchapter D
Chapter 36, of this code. The omtted |aw
reads:

Sec. 21. [It shall be the right and
privilege of any individual or any such
conpany to appeal within sixty (60) days from
any order or ruling] to the District Court in
the County of Travis, Texas.

[ Sections 912. 754-912. 800 reserved for expansion]

SUBCHAPTER Q  CGENERAL CRI M NAL PENALTI ES
Revi sed Law
Sec. 912.801. VICOLATION OF CHAPTER, CRI M NAL PENALTY. (a)
Except as otherw se provided by this subchapter, a person
including a director, officer, agent, enployee, attorney at | aw,
or attorney in fact of a county nutual insurance conmpany, conmmts
an offense if the person violates this chapter.
(b) An offense under this section is punishable by:
(1) a fine of not nore than $500;
(2) confinement in jail for a termof not nore than
180 days; or
(3) both a fine and confinenent as provided by
Subdivisions (1) and (2). (V.T.1.C. Art. 17.25, Sec. 19.)
Source Law

Sec. 19. If any director, officer,



agent, enployee or attorney at |aw or
attorney in fact of any conpany under this
article, or any other person, shall violate
any of the provisions of this article not
specifically set out in Sections 16, 17, and
18 of this article, he shall be punished by
fine not to exceed Five Hundred ($500. 00)

Dol lars, or by inprisonnment in the county
jail not to exceed six (6) nmonths, or by both
such fine and inprisonnent.

Revi sed Law

Sec. 912.802. CONVERSI ON; CRI M NAL PENALTY. (a) A
director, officer, agent, enployee, attorney at |law, or attorney
in fact of a county nutual insurance conpany conmmts an of fense
if the person fraudulently takes or converts to the person's own
use or secretes with the intent to take or convert to the
person's own use, and with know edge that the person is not
entitled to receive it, any property or other thing of value of
the conpany that is in the person's custody, control, or
possession as a result of the person's office, directorshinp,
agency, or enploynment or in any other manner.

(b) A director, officer, agent, enployee, attorney at |aw,
or attorney in fact of a county nutual insurance conpany comits
an offense if the person pays or delivers property or another
thing of val ue described by Subsection (a) to another person
knowi ng that the person is not entitled to receive it.

(c) An offense under this section is punishable by
inmprisonnment in the institutional division of the Texas
Department of Crimnal Justice for a termof not nore than 10
years or less than 2 years. (V.T.1.C Art. 17.25, Sec. 16.)

Source Law

Sec. 16. If any director, officer,
agent, enployee, attorney at |aw or attorney
in fact, of any association under this
article shall fraudulently take, m sapply or
convert to his own use any noney, property or
ot her thing of value belonging to such
conpany, knowi ng that he is not entitled to
receive it, that may have cone into his
custody, control, possession or managenent by
virtue of his office, directorship, agency,
or enploynment, or in any other manner, or
shall secrete the sane with intent to take,

m sapply or convert the same to his own use,
or shall pay or deliver the same to any
person knowi ng that he is not entitled to



receive it, he shall be confined in the
penitentiary not |less than two (2) nor nore
than ten (10) years.

Revi sor's Note

(1) Section 16, V.T.1.C Article 17. 25,
refers to certain persons who fraudul ently
"take, m sapply or convert" property. The
revised law omts the references to
"m sappl y" because the termis included
wi thin the nmeaning of "convert."

(2) Section 16, V.T.1.C Article 17. 25,
refers to "noney, property or other thing of
val ue" of a county nutual insurance conpany.
The revised law omts the reference to
"noney" because the termis included within
t he meani ng of "property."

(3) Section 16, V.T.1.C Article 17.25,
refers to property in the "custody, control,
possessi on or managenent" of a person. The
revised law omts the reference to
"managenent " because "managenent” is included
wi thin the nmeaning of "control."

Revi sed Law

Sec. 912.803. UNLAWFUL DI VERSI ON OF FUNDS; CRI M NAL
PENALTY. (a) A director, officer, agent, enployee, attorney at
law, or attorney in fact of a county mutual insurance conpany
commts an offense if the person wilfully borrows, w thholds, or
diverts fromits purpose in any manner all or part of a special
fund that:

(1) belongs to or is under the control and managenent
of the conmpany; and
(2) is designated by law for that purpose.

(b) An offense under this section is punishable by
inmprisonnment in the institutional division of the Texas
Department of Crimnal Justice for a termof not nore than 10
years or less than 2 years. (V.T.1.C Art. 17.25, Sec. 17.)

Source Law

Sec. 17. If any director, officer,
agent, enployee, attorney at law, or attorney
in fact of any conpany under this article,
shall wilfully borrow, withhold or in any
manner divert fromits purpose, any speci al
fund or any part thereof, belonging to or
under the control and nmanagenent of any
conpany under this article, which has been
set apart by law, he shall be confined in the



penitentiary not |less than two (2) nor nore
than ten (10) years.

Revi sed Law
Sec. 912.804. FALSE AFFIDAVIT; CRIM NAL PENALTY. (a) An
officer, director, agent, enployee, attorney at |law, or attorney
in fact of a county nutual insurance conpany conmmits an offense
if the person wilfully nakes a false affidavit in connection with
the requirenents of this chapter
(b) An offense under this section is punishable by:
(1) a fine of not nore than $500; or
(2) confinement in jail or inprisonnment in the
institutional division of the Texas Departnent of Crim nal
Justice for a termof not nore than two years. (V.T.1.C
Art. 17.25, Sec. 18 (part).)
Source Law

Sec. 18. . . . If any officer, director, agent, enployee,
attorney at law or attorney in fact, of any conpany under this
article, shall wilfully make any false affidavit in connection
with the requirenents of this article, he shall be punished by a
fine not to exceed Five Hundred ($500.00) Dollars, or by
i mprisonnment in the county jail not to exceed two (2) years, or
by confinenment in the penitentiary not to exceed two (2) years.

Revi sor's Note
(End of Chapter)

(1) V.T.1.C Article 17.02, in part, repeals Section 22,
V.T.1.C. Article 17.25. The revised law omts the repeal as
executed. The omtted | aw reads:

Art. 17.02. . . . Section 22 of Article 17.25 is hereby
repeal ed.

(2) V.T.I.C Articles 17.03, 17.04, and 17.05 specify the
procedures and requirenments for incorporation as a county nutual
i nsurance conpany. However, V.T.1.C Article 17.02 provides that
no county nutual insurance conpany may be forned under V.T.I.C
Chapter 17, revised as this chapter, after Septenber 5, 1955,
unless it is forned under a permt issued under V.T.1.C Article
17.03 before that date. V.T.I.C Article 17.03 was anended in
1955 to repeal the application process for a permt and, as
anmended, provided that a permt previously issued under that
article expired by its ternms and was not renewabl e.

Consequently, no new county mutual insurance conpani es nay be
formed under V. T.I.C. Chapter 17, and the revised |law omts
Articles 17.03, 17.04, and 17.05 as executed. The omtted | aw
reads:



Art. 17.03. Permts issued prior to the effective date of
this anendnent pursuant to the provisions of Article 17.03 shal
expire by their present terns and shall not be renewed. Mboneys
collected fromapplicants other than charter nenbers shall be
held in trust for themuntil incorporation and returned in the
event the organization is not perfected.

Art. 17.04. The charter and articles of incorporation of a
county nutual insurance conpany shall state the nanmes and post
of fice addresses and be signed by not |ess than twenty-five (25)
of its charter nenbers, and be acknow edged before a notary
public by not less than five (5) of them

It shall also state . . . [the nunber,] nanmes and post
of fice addresses of its first directors, . . . and such other
provi sions as the incorporators may desire to set out therein.

Art. 17.05. Before a charter shall be granted a county
mut ual insurance conpany, the incorporators nust have on hand:

(a) Not less than twenty-five (25) applications in
witing for insurance on not |ess than one hundred (100) separate
ri sks; provided that no one risk shall be for nore than one (1%
per cent of the total anobunt of insurance applied for in the new
conpany, and that a separate risk shall be one or nore itens of
real or personal property which is not exposed to any ot her
property on which insurance is applied for in the new conpany;

(b) Not less than One ($1.00) Dollar for each One
Hundred ($100.00) Dollars of insurance applied for at the tinme of
i ncorporation, in cash or securities in which the reserve funds
may be invested;

(c) Not less than Ten Thousand ($10, 000.00) Dollars in
free surplus which shall be in cash or securities in which its
reserve funds may be invested, if the conpany is organized to
wite insurance locally in the county of its domcile and any
adjoining counties; if such conmpany is organized to wite
insurance in any county within this State, its surplus
requi rement as provided herein shall be Twenty-Fi ve Thousand
($25,000.00) Dollars in cash or securities in which its reserve
funds may be invested; and

(d) Said application for charter shall also be
acconpani ed by a copy of the by-laws of the conpany, and the bond
of the secretary or manager of the sanme in such sum and
conditioned as the Board may determ ne.

When the foregoing requirenents have been conplied with to
t he satisfaction of the Board of |nsurance Comm ssioners, the
Board, upon the paynent of a fee of Fifty ($50.00) Dollars, shal
i ssue such conpany a charter to do business as an incorporated

conpany.

(3) Section 10, V.T.1.C Article 17.25, prohibits the Texas
Departnment of Insurance fromissuing a certificate of authority



to a county nutual insurance conpany under certain conditions.
The revised law omts the provision for the reason stated in
Revisor's Note (2) above. |In addition, to the extent that the
departnment may reissue a certificate of authority to a conpany
whose certificate has been revoked, the provision duplicates
Section 3, V.T.I.C. Article 1.14, revised as Subchapter C
Chapter 801, of this code. The omtted |aw reads:

Sec. 10. The Board of I|nsurance Comm ssioners shall not
i ssue to any conpany a certificate of authority to do business in
Texas, when it shall find after notice and hearing any officer or
menber of the board of directors to be unworthy of the trust or
confidence of the public.

[ Chapters 913-940 reserved for expansion]
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SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 941.001. DEFINITIONS. In this chapter:
(1) "Affiliate" has the neaning described by Section

823. 003.

(2) "Attorney in fact" means an attorney in fact
aut hori zed under a power of attorney to act for the underwiters
of a Lloyd' s plan.

(3) "Lloyd's plan" neans an entity engaged in the
busi ness of witing insurance on the Lloyd' s plan.

(4) "Underwiter” means an individual, partnership, or
association of individuals that wites insurance on the Lloyd's
plan. (V.T.1.C. Arts. 18.01 (part), 18.01-1 (part), 18.02 (part),
18. 23A, Sec. (b); New.)

Source Law

Art. 18.01. [Individuals, partnerships or associations of



i ndi vidual s,] hereby designated "underwiters,” [are authorized
to make any insurance, . . . on the Lloyd' s plan, . . .].

Art. 18.01-1. [Individuals, partnerships or associations of
i ndi vidual s,] hereby designated "underwiters"” [are authorized to
make any insurance, except life insurance, on the Lloyds
plan,] . . . . [Policies of insurance may be executed by] an
attorney in fact or other representatives, hereby designated
"attorney," authorized by and acting for such underwiters under
powers of attorney.

Art. 18.02. [Policies of insurance may be executed by] an
attorney or by attorneys in fact or other representative, hereby
designated "attorney," authorized by and acting for such
underwiters under power of attorney.

[Art. 18.23A]
(b) For purposes of this Article, "affiliate" has the
meani ng assi gned by Section 2, Article 21.49-1, of this code.

Revi sor's Note

(1) V.T.1.C Articles 18.01 and 18.01-1 provide that
"[i]ndividuals, partnerships or associations of individuals,
her eby designated underwiters” may wite insurance on the
LI oyd's plan. The definition of "underwiter" is added to the
revised law to incorporate that concept and to elimnate the
frequent, unnecessary repetition of the substance of the
definition.

(2) V.T.1.C Articles 18.01-1 and 18.02 refer to an
attorney in fact "or other representative" acting under a power
of attorney. The revised |law onmits the reference to "other
representative" as unnecessary because any "representative"
acting under a power of attorney is an attorney in fact.

(3) V.T.I.C Articles 18.01-1 and 18.02 use the term
"attorney" to refer to an attorney in fact. For clarity and
consi stency, the revised | aw defines the term"attorney in fact”
and substitutes that termfor "attorney" throughout this chapter
as appropriate. The definition of attorney in fact is added to
the revised law to elimnate the frequent, unnecessary repetition
of the substance of the definition.

(4) The definition of "Lloyd' s plan" is added for drafting
convenience and to allow distinctions to be made throughout the
chapter between underwiters and the entity created by
underwriters under this chapter

Revi sed Law

Sec. 941.002. LLOYD S PLAN | NSURANCE AUTHORI ZED;, LI FE
| NSURANCE PROHI BI TED. (a) Except as provided by Subsection (b),
a Lloyd's plan may wite any kind of insurance that may be
[awfully witten in this state, including:

(1) fire insurance, including tornado, hail, crop,




and floater insurance;

(2) autonobile insurance, including fire, theft,
transportation, property damage, collision liability, and tornado
i nsur ance;

(3) liability insurance;

(4) marine insurance;

(5) accident and heal th insurance;

(6) burglary insurance;

(7) plate glass insurance; and

(8) fidelity and surety bonds insurance.

(b) A Lloyd s plan may not wite life insurance. (V.T.1.C
Arts. 18.01 (part), 18.01-1 (part), 18.03 (part).)
Source Law

Art. 18.01. Individuals, partnerships or associations of
individuals, . . . are authorized to nmake any insurance, except
life insurance, on the Lloyd' s plan, :

Art. 18.01-1. Individuals, partnerships or associations of
individuals, . . . are authorized to nmake any insurance, except
life insurance, on the LI oyds plan,

Art. 18.03.
(c) [The kinds of insurance to be effected,] which
ki nds of insurance may be as foll ows:

1. Fire insurance, which termshall be construed
to include tornado, hail, crop and floater insurance.

2. Autonobil e insurance, which termshall be
construed to include fire, theft, transportation, property
damage, collision liability and tornado insurance.

3. Liability insurance.

Mari ne i nsurance.

Acci dent and heal th insurance.

Burglary and plate gl ass insurance.

Fidelity and surety bonds insurance.

Any ot her kinds of insurance not above

speci fied, the making of which is not otherwise unlawful in this
State, except |ife insurance.

© N o oA

Revi sed Law
Sec. 941.003. LIMTED EXEMPTI ON FROM | NSURANCE LAWS
APPLI CATI ON OF CERTAIN LAWS. (a) A Lloyd's plan is exenpt from
t he operation of all insurance |aws of this state except as
specifically provided in this chapter or unless it is
specifically provided in the other law that the lawis
appl i cabl e.
(b) A Lloyd s plan is subject to:
(1) Section 5, Article 1.10;




(2) Article 1.15A;
(3) Subchapter A, Chapter 5;
(4) Articles 5.35, 5.38, 5.39, 5.40, and 5. 49;
(5) Articles 21.21 and 21.49-8; and
(6) Sections 822.203, 822.205, 822.210, and 822.212.
(c) Subchapter M Chapter 5, applies to rates for notor
vehicle insurance witten by a Lloyd' s plan.
(d) Underwiters and their attorney in fact are subject to
Sections 822.051, 822.057, 822.058, 822.059, 822.060, and
822. 201, except that:

(1) the articles of agreement executed by the
underwiters are instead of the articles of incorporation; and
(2) the aggregate of the guaranty fund and
unencunbered surplus of the Lloyd' s plan constitutes capital
structure for purposes of Section 822.060. (V.T.1.C Arts.

5.01-2 (part), 18.04 (part), 18.05 (part), 18.23.)
Source Law

Art. 5.01-2. (a) Lloyd' s plan insurers and . . . are
subject to this subchapter

(b) On and after March 1, 1992, rates for notor vehicle
i nsurance witten by a Lloyd's plan insurer . . . are determ ned
as provided by the flexible rating program adopted under
Subchapter Mof this chapter.

Art. 18.04. Such underwiters and their attorney shall be
subject to the provisions of Article 2.01 and Article 2.04 of
this Code, except that:

1. The Articles of Agreenent shall be in |lieu of
Articles of Incorporation; and

2. The aggregate of guaranty fund and free surplus
shal |l constitute capital structure wthin the neaning of Article
2.01.

Art. 18.05. No attorney shall be licensed for the
Underwriters at a Lloyd' s until and unless the provisions of
Article 2.01 are fully conplied wth and .

Art. 18.23. (a) Underwriters at a Lloyds' shall be exenpt
fromthe operation of all insurance |aws of this State except as
in this Chapter specifically provided, or unless it is
specifically so provided in such other |aw that sane shall be
appl i cabl e.

(b) In addition to such Articles as may be nade to apply by
other Articles of this Chapter, underwiters at a Ll oyds' shal
not be exenpt from and shall be subject to Articles 1.15A 2.20,
5.35, 5.38, 5.39, 5.40, 5.49, 21.21, and 21.49-8 of this Code.



Revi sed Law
Sec. 941.004. W THDRAWAL FROM THE BUSI NESS OF | NSURANCE
(a) A Lloyd s plan may withdraw from the business of insurance
only if the departnent determ nes that adequate provision has
been made, through reinsurance or other neans, for:
(1) paynent of all unadjusted | osses of the Lloyd' s
pl an; and
(2) reinsurance of all outstanding risks in favor of
residents of this state or covering property located in this
state.
(b) On conpliance with the requirenments of Subsection (a):
(1) any bond of the attorney in fact shall be
rel eased; and
(2) the departnment shall release to the underwiters
any net assets over which the departnent has joint control.
(V.T.1.C. Art. 18.18 (part).)
Source Law

Art. 18.18.

In case underwiters at a Lloyd' s shall desire to wthdraw
fromthe insurance business, they nmay be permtted to do so, if
and when they shall satisfy the Board that adequate provision has
been made, through reinsurance or otherw se, for the paynent of
all unadjusted | osses, and for the reinsurance of all outstanding
risks in favor of citizens of Texas, or covering property in
Texas, and thereupon any bond of the attorney in fact shall be
rel eased, and said Board shall release to such underwiters the
net assets over which it may have been given joint control.

Revisor's Note

(1) V.T.1.C. Article 18.18 refers to the "Board," neaning
the Board of |nsurance Conm ssioners. Under Chapter 499, Acts of
the 55th Legislature, Regular Session, 1957, adm nistration of
the insurance laws of this state was reorgani zed and the powers
and duties of the Board of Insurance Comm ssioners were
transferred to the State Board of Insurance. Chapter 685, Acts
of the 73rd Legislature, Regular Session, 1993, abolished the
State Board of Insurance and transferred its functions to the
conmi ssi oner of insurance and the Texas Departnent of |nsurance.
Chapter 31 of this code defines "conm ssioner” and "departnent"”
for purposes of this code and the other insurance |laws of this
state to nmean the conmi ssioner of insurance and the Texas
Department of |nsurance, respectively. Throughout this chapter,
references to the "Board of |nsurance Conm ssioners” and the
"State Board of Insurance" have been changed appropriately.

(2) V.T.I.C Article 18.18 refers to "citizens" of this
state. The revised |law substitutes "resident” for "citizen"
because, in context, the two ternms are synonynous and "resident"




is nore comonly used. Simlar changes have been nade throughout
this chapter
[ Sections 941. 005-941. 050 reserved for expansi on]
SUBCHAPTER B. FORMATI ON AND STRUCTURE OF LLOYD S PLAN
Revi sed Law
Sec. 941.051. FORMATION OF LLOYD S PLAN. (a) To wite
i nsurance on the Lloyd' s plan, underwiters mnust:
(1) execute articles of agreenent expressing the
intent to wite insurance; and
(2) conply with the requirenents of this chapter
(b) A Lloyd s plan nust have at |east 10 underwriters.
(V.T.1.C. Arts. 18.01 (part), 18.01-1 (part), 18.03 (part).)
Source Law

Art. 18.01. [Individuals, partnerships or associations of
i ndi vi dual s, hereby designated "underwiters,” are authorized to
make any insurance, except life insurance, on the Lloyd s plan,]
by executing articles of agreenent expressing their purpose so to
do and conmplying with the requirenments set forth in this chapter
Art. 18.01-1. [Individuals, partnerships or associations of
i ndi vi dual s, hereby designated "underwiters" are authorized to
make any insurance, except life insurance, on the Lloyds plan,]
by executing articles of agreenent expressing their purpose so to
do, and conplying with the requirenents set forth in the | aw
aut hori zi ng such insurance.

Art. 18.03.
(f) [The nanmes and addresses of all underwiters,]
whose nunber shall not be |ess than ten.

Revi sor's Note

V.T.1.C. Article 18.01-1, which was fornmerly a part of the
Penal Code of Texas, 1925, refers to "the | aw authorizing such
i nsurance, " meaning the |l aw authorizing insurance witten on the
LI oyd's plan. Section 5, Chapter 399, Acts of the 63rd
Legi sl ature, Regul ar Session, 1973, transferred Article 18.01-1
wi t hout anmendnent to Chapter 18, Insurance Code, revised as this
chapter. This chapter is the |law authorizing insurance witten on
the Lloyd's plan, and the revised lawis drafted accordingly.

Revi sed Law

Sec. 941.052. ATTORNEY IN FACT. (a) The attorney in fact
may execute insurance policies for the Lloyd s plan.

(b) The principal office of the attorney in fact nust be
mai nt ai ned at the place designated by the underwiters in the
articles of agreenment. (V.T.I.C. Arts. 18.01-1 (part), 18.02

(part).)




Source Law

Art. 18.01-1. . . . Policies of insurance may be executed by
an attorney in fact . . . [authorized by and acting for such
underwiters under powers of attorney].

Art. 18.02. Policies of insurance may be executed by an
attorney or by attorneys in fact . . . [authorized by and acting
for such underwiters under power of attorney]. The principal
of fice of such attorneys shall be maintained at such place as may
be designated by the underwiters in their articles of
agr eenent ;

Revi sed Law
Sec. 941.053. DEPUTY OR SUBSTI TUTE ATTORNEY I N FACT. An
appoi nted deputy attorney in fact or substitute attorney in fact
for an attorney in fact holding a certificate of authority under
this chapter and accepting powers of attorney fromunderwiters
is authorized by the certificate of authority to:
(1) issue or make a policy or contract of insurance;

and
(2) performany other act incident to issuing or
making a policy or contract of insurance. (V.T.1.C Art. 18.14
(part).)
Source Law

Art. 18.14. . . . the acts of the duly appointed deputy or
substitute attorney of any attorney licensed under this chapter
accepting powers of attorney fromunderwiters and in maki ng and
i ssuing policies and contracts of insurance and in doing any
additional acts incident thereto shall be deened authorized by
the Iicense issued to the original attorney.

Revi sor's Note

V.T.1.C. Article 18.14 refers to a "license" issued to the
original attorney in fact. The revised |aw substitutes
"certificate of authority” for "license" because "certificate of

authority"” is the termused throughout this code in relation to
an entity's authority to engage in business. Also, under
V.T.1.C. Article 18.04, revised in pertinent part as Section
941.103, it is a certificate of authority that is issued to the
attorney in fact for a Lloyd's plan. Simlar changes have been
made t hroughout this chapter
Revi sed Law
Sec. 941.054. NAME OF LLOYD S PLAN. The nane under which a

LI oyd' s pl an engages i n business:

(1) must contain the word "Lloyd' s"; and

(2) may not be so simlar to any nane in use in this
state as to be likely to confuse or deceive. (V.T.1.C. Art. 18.03




(part).)
Source Law

Art. 18.03.

(a) [The . . . title under which the business is to be
conducted,] which title shall contain the name Lloyd s and shal
not be so simlar to any nane or title in use in this State as to
be likely to confuse or deceive.

[ Sections 941. 055-941. 100 reserved for expansi on]

SUBCHAPTER C. AUTHORI TY TO ENGAGE | N BUSI NESS
Revi sed Law
Sec. 941.101. CERTIFI CATE OF AUTHORI TY REQU RED. (a) An
attorney in fact may not wite insurance in this state or for
residents of this state or covering property located in this
state unless the attorney in fact holds a certificate of
authority issued under this chapter
(b) Except as otherw se provided by this chapter, an
attorney in fact nust:
(1) be a resident of this state; and
(2) mintain the attorney in fact's office in this
state. (V.T.1.C. Art. 18.02 (part).)
Source Law

Art. 18.02. . . . provided that no |license shall be issued
to any attorney at Lloyd's to bind risks or insurance in Texas,
or with citizens of Texas or covering property in Texas, unless
their attorneys in fact be residents of this State and maintain
their office in this State, except as nmay be hereinafter
specifically provided.

Revi sed Law
Sec. 941.102. APPLI CATI ON FOR CERTI FI CATE OF AUTHORI TY. (a)
The attorney in fact shall file with the departnent a verified
application for a certificate of authority that states:
(1) the nane of the attorney in fact;
(2) the name under which the Lloyd's plan will engage
in the business of insurance;
(3) the nanes and addresses of the underwiters;
(4) the location of the principal office; and
(5) the kinds of insurance to be witten.
(b) The application nmust be acconpani ed by:
(1) a copy of each formof policy or contract under
whi ch insurance will be witten;
(2) a copy of the formof the power of attorney under
which the attorney in fact will act for and bind the




underwriters;

(3) a copy of the articles of agreenent executed by
the underwiters and the attorney in fact;

(4) a financial statenment showing in detail:

(A) assets held by the attorneys in fact,
commttee of underwiters, trustees, or other officers of the
LI oyd' s pl an;

(B) Iliabilities incurred and outstanding; and

(© incone received and di sbursenents nmade by the
attorney in fact;

(5) an instrunent executed by each underwiter
authorizing the attorney in fact to accept service of process for
each underwriter in any action on a policy or contract of
i nsurance; and

(6) an instrunent fromthe attorney in fact that
del egates to the departnent the power of the attorney in fact to
accept service of process.

(c) On filing the application, the attorney in fact shal
pay to the departnment a fee of $10. A fee collected under this
subsection shall be deposited to the credit of the Texas
Department of |nsurance operating account.

(d) Article 1.31A applies to a fee collected under
Subsection (c). (V.T.1.C. Arts. 18.03 (part), 18.03-1 (part),
18.04 (part).)

Source Law

Art. 18.03. The attorney shall file with the Board of
| nsurance Conmm ssioners a verified application for |icense
setting forth and acconpani ed by:

(a) The nanme of the attorney and the title under which
t he business is to be conducted,

(b) The location of the principal office.

(c) The kinds of insurance to be effected,

(d) A copy of each formof policy or contract by which
such insurance is to be effected.

(e) A copy of the formof power of attorney by virtue
of which the attorney is to act for and bind the several
underwiters and a copy of the articles of agreenent entered into
between the underwiters thenselves and the attorney.

(f) The nanes and addresses of all underwiters,

(g) A financial statenment showing in detail the assets
contributed or accunul ated in the hands of the attorneys in fact,
conm ttee of underwriters, trustees and/or other officers of such
underwiters at Lloyd' s, together with the liabilities incurred
and outstanding and the income received and di sbursenents nade by
the attorney for the underwiters.

(h) An instrunment executed by each and all of the
underwriters specially enmpowering the attorney to accept services



of process for each underwriter in any action on any policy or
contract of insurance and an instrunment fromthe attorney to such
Board del egating the attorney's powers in this respect to such
Boar d.

Art. 18.03-1. The attorney for a Lloyds shall file wth the
Conmi ssi oner of Insurance a verified application for |icense
setting forth the data and information required by law, and .

Art. 18.04.

The attorney for such underwriters shall pay a fee of $10.00
to the State Board of Insurance upon the filing of the
application for |icense.

Fees coll ected under this article nust be deposited in the
State Treasury to the credit of the State Board of Insurance
operating fund. Article 1.31A of this code applies to fees
coll ected under this article.

Revi sor's Note

(1) Subdivision (g), V.T.1.C. Article 18.03, refers to the
"assets contributed or accunul ated in the hands of" specified
persons. The revised | aw substitutes "held by" for "contributed
or accunul ated in the hands of" because the terns are synonynous
and the forner is nore conci se.

(2) V.T.I1.C. Article 18.04 requires fees to be deposited in
the state treasury to the credit of the State Board of |nsurance
operating fund. Under the authority of Chapter 4, Acts of the
72nd Legislature, 1st Called Session, 1991, the Texas Depart nent
of I nsurance operating fund (the later nane of the State Board of
| nsurance operating fund) was converted to an account in the
general revenue fund. The revised law is drafted accordingly.

Revi sed Law

Sec. 941.103. | SSUANCE OF CERTI FI CATE OF AUTHORITY. On
determ nation by the departnent that the underwiters and
attorney in fact have conplied with the | aw, the departnent
shall, in accordance wth Sections 801.001, 801.002,

801. 051- 801. 055, 801.057, and 801.101, issue a certificate of
authority to the attorney in fact. (V.T.1.C Arts. 18.03-1
(part), 18.04 (part).)

Source Law

Art. 18.03-1. . . . upon conplying with the |Iaw such
Conmi ssioner shall issue to any attorney applying therefor a
license . :

Art. 18.04.

Upon determ nation by the State Board of |nsurance that such
underwiters and their attorneys have fully conplied with the | aw
the Board shall issue a Certificate of Authority as provided by
Article 1.14 of this code.



Revi sor's Note

V.T.1.C. Article 18.03-1 in part provides that the
certificate of authority nust specify the kind or kinds of
i nsurance to be issued by the LIoyd' s plan and that the
certificate of authority continues in force until surrendered by
the attorney in fact or revoked or suspended. The revised | aw
omts these provisions as duplicative of the provisions of
V.T.1.C. Article 1.14, revised as Chapter 801. V.T.1.C. Article
1.14 is applicable to a certificate of authority issued to a
Ll oyd's plan under V.T.1.C. Article 18.04, revised in pertinent
part in this section. The omtted | aw reads:

Art. 18.03-1. [ . . . such Comm ssioner shall issue to any
attorney applying therefor a license] specifying the kind or
ki nds of insurance which he is authorized to nmake, which shal
continue in force until surrendered by the attorney or revoked or
suspended by such Commi ssioner as authorized by | aw

[ Sections 941. 104-941. 150 reserved for expansi on]

SUBCHAPTER D. OPERATI ON, PONERS, AND DUTI ES OF
LLOYD S PLAN
Revi sed Law

Sec. 941.151. LIABILITY OF UNDERWRI TER. (a) Subject to
Subsection (c), an underwiter by contract with the persons
insured may limt the underwiter's liability to the percentage
of the loss that equals the ratio of the underwiter's
subscription paid in cash or securities allowed by this chapter
to the total guaranty fund contributed by all the underwiters.

(b) Subject to Subsection (c), an underwiter's total
l[iability on all risks may be limted to the amnbunt of the
underwriter's subscription, as expressed in the underwiter's
power of attorney and agreenent with the attorney in fact.

(c) At least half of an underwiter's subscription nust be
paid or contributed to the guaranty fund in cash or adm ssible
securities.

(d) An underwriter is responsible solely for the
underwriter's liability as provided by the insurance contract. An
underwiter is not liable as a partner. (V.T.1.C Art. 18.13.)

Source Law

Art. 18.13. An underwiter at a Lloyd's may limt his total
l[iability by contract wth the persons insured to the
proportionate part of the | oss represented by the ratio which his
subscription paid in, in cash and/or securities such as all owed
by this chapter bears to the total guaranty fund contributed by
the several underwiters and his total liability on all risks may



be limted to the amobunt of his subscription as expressed in his
power of attorney and agreenent with the attorney in fact,

provi ded at |east half of the subscription of each underwiter
nmust be paid or contributed to the guaranty fund in cash and/or
adm ssi bl e securities. Each underwiter shall be responsible
solely for his owmn liability as fixed in the contract of

i nsurance and not be liable as a partner.

Revi sed Law
Sec. 941.152. LIABILITY OF ADDI Tl ONAL OR SUBSTI TUTED
UNDERWRI TER. An additional or substituted underwiter is liable
in the sane manner and to the sanme extent as an original
subscriber to the articles of agreenment and power of attorney on
file with the departnent. (V.T.1.C Art. 18.14 (part).)
Source Law

Art. 18.14. Additional or substituted underwiters shall be
bound in the same manner and to the same extent as original
subscribers to the articles of agreenment and power of attorney on
file with the Board; and .

Revi sed Law
Sec. 941.153. ACCRUAL OF PROFITS. The profits of a Lloyd's

pl an may accrue to an underwriter only on the basis of the
underwiter's actual investnent in cash or convertible
securities, without regard to any obligation or subscription of
the underwiter to pay additional cash or securities in the
future. (V.T.1.C. Art. 18.15.)

Source Law

Art. 18.15. No profits shall accrue to an underwiter,
except upon the basis of his actual investnment in cash or
convertible securities, disregarding any obligation or
subscription to pay in additional cash or securities at a |later
dat e.

Revi sed Law
Sec. 941.154. ASSUMPTI ON OF RI SK BY CERTAI N AFFI LI ATED

| NSURERS. An insurer who is subject to Article 5.26 nay not
directly or indirectly assune all or a substantial part of a risk
covered by a policy witten by a Lloyd's plan that is an
affiliate of the insurer if the risk is witten at a rate |ess
than the rate that may be lawfully charged by:

(1) the insurer; or

(2) one of the insurer's affiliates that is subject to
Article 5.26. (V.T.1.C. Art. 18.23A, Sec. (a).)




Source Law

Art. 18.23A. (a) An insurer subject to Article 5.26 of this
code may not directly or indirectly assunme all or a substanti al
part of any risk covered by a policy witten by a Lloyd's that is
an affiliate of that insurer if therisk is witten at a rate
| ess than the rate that may be lawfully charged by the insurer
subject to Article 5.26 of this code, or any affiliate of the
insurer that is subject to Article 5.26 of this code.

Revi sed Law

Sec. 941.155. PROMOTION OF LLOYD S PLAN. (a) An
individual, firm or corporation may not be instrunmental in
organizing a Lloyd's plan if, in the organization of the Lloyd's
pl an, conpensation is paid to the individual, firm or
corporation or to a representative of the individual, firm or
corporation for procuring underwiters or a guaranty fund for the
LI oyd's plan unless the individual, firm or corporation holds a
permt issued by the departnent that authorizes the charging of a
commi ssion in connection with organizing the LlIoyd s plan.

(b) Not nore than 10 percent of the total anmount of an
underwriter's subscription to a LIoyd's plan may be paid to any
person as a conmmi ssion for the sale of units of or an interest in
the Lloyd's plan or for procuring underwiters for the Lloyd's
pl an.

(c) This section applies to the continued organi zation or
extension of a Lloyd's plan, if a conmissionis to be paid in
connection with the organization or extension. Wth respect to a
conti nued organi zation or extension of a Lloyd' s plan, the
conmi ssi oner may not refuse the permt because of the
contenpl ated size or amount of the guaranty fund of the Lloyd's
pl an.

(d) After the permit has been granted, securities nmay not
be accepted as contributions to the guaranty fund unless the
securities have been approved in advance by the departnent as
conplying with this chapter with respect to the investnent of the
funds of a Lloyd's plan. (V.T.1.C. Art. 18.24, Secs. (1), (2),

(4), (3.)

Source Law

Art. 18.24. (1) No person or persons, firmor corporation,
shal |l be instrunmental in the origination of a Lloyd s business if
in such organi zati on any noney or property shall be paid over to
such person, persons, firmor corporation, or their agent or
representative, by way of conmm ssion or other conpensation for
procuring underwiters or guaranty fund for such Lloyd's, unless
such person, persons, firmor corporation shall in advance nmake
application to the Board of Insurance Comm ssioners and shal



receive a permt fromsuch Board to organize such Lloyd' s and
charge a conm ssion in connection wi th such organi zati on.

(2) In no event shall nore than ten (10% per cent of the
total anmount of the subscription to such an enterprise by any
underwiter be paid to any person by way of comm ssion for the
sale of "units" or interest in such Lloyd s business or in the
procuring of underwiters therefor.

(4) This article shall apply to the continued organi zation
or the continued extension of any Lloyd s business which has
heretof ore been |icensed by the Insurance Departnent of this
State, if in such further extension of such business any
comm ssion is to be paid, but such permt shall not be refused
because of the contenplated size or anpbunt of the guaranty fund
of such LI oyd's.

(5) After such perm ssion shall have been granted for the
organi zati on of enlargenments of a Lloyd's, no securities shall be
accepted as contributions to the guaranty fund of such Lloyd s,
unl ess such securities shall have been approved in advance by the
Board of I nsurance Conm ssioners as conplying with this | aw
relative to the investnent of the funds of such organizations.

Revi sor's Note

(1) Section (1), V.T.1.C. Article 18.24, refers to an
"agent or representative.” The revised law omts the reference
to "agent" because, in context, the nmeaning of that termis
i ncluded within the neaning of "representative."

(2) Section (1), V.T.1.C. Article 18.24, refers to the
recei pt of "any noney or property . . . by way of conmm ssion or
ot her conpensation.” The revised | aw substitutes the term
"conpensation” for the quoted | anguage because "conpensation”

i ncl udes the concepts of nobney, property, or a comr Ssion.

(3) Section (3), V.T.1.C. Article 18.24, describes
ci rcunst ances under which the article does not apply. The
revised law omts that description as unnecessary because the
article by its own ternms would not apply under those
circunstances. The omtted | aw reads:

(3) This article shall not apply to the organi zation or the
enl argement of a Lloyd' s in which no pronotion expense is
deducted fromthe contributions nmade by the underwiters, and no
conmi ssion of any sort is paid for the procuring of underwiters
or subscriptions to the guaranty fund of such business.

(4) Section (4), V.T.1.C. Article 18.24, refers to a

Ll oyd's plan that "has heretofore been licensed.” Article 18.24
was originally enacted as Chapter 11, Acts of the 41st
Legislature, 1st Called Session, 1929. It is clear fromthe

context of the section that the section is intended to apply to a



LI oyd's plan that was |icensed before the effective date of that
act and to have continuing application to a Lloyd' s plan
organi zed or extended on or after that date. Therefore, the
revised law omts the quoted | anguage as unnecessary.
Revi sed Law
Sec. 941.156. REINSURANCE PERM TTED. This chapter does not
prevent a domestic Lloyd' s plan fromreinsuring:

(1) the Lloyd' s plan's excess lines with a sol vent
foreign Lloyd' s plan acceptable to the departnent that does not
hold a certificate of authority to engage in the business of
insurance in this state; or

(2) any business froma foreign Lloyd s plan described
by Subdivision (1). (V.T.1.C Art. 18.21.)

Source Law

Art. 18.21. The provisions of this Chapter shall not prevent
any Texas Lloyd's fromreinsuring its excess lines with a sol vent
foreign Lloyd' s, acceptable to the Board of I|nsurance
Conmi ssi oners, which has no |icense to do business in Texas nor
fromreinsuring any business from such foreign LlIoyd s.

[ Sections 941. 157-941. 200 reserved for expansi on]

SUBCHAPTER E. FI NANCI AL REQUI REMENTS
Revi sed Law
Sec. 941.201. REQUI RED NET ASSETS. The departnent nmay not

issue a certificate of authority to an attorney in fact unless
the net assets contributed to the attorney in fact, a conmttee
of underwiters, a trustee, or other officers as provided for in
the articles of agreenent constitute a guaranty fund and surpl us
over and above all of the Lloyd's plan's liabilities that is at
| east equal to the m ninumcapital stock and surplus required of
a stock insurance conmpany engaging in the sanme kinds of business.
(V.T.1.C. Art. 18.05 (part).)

Source Law

Art. 18.05. [No attorney shall be licensed for the
Underwriters at a Lloyd's] . . . until and unless the net assets
contributed to the attorney, a conmittee of underwiters, trustee
or other officers as provided for in the Articles of Agreenent
shall constitute a guaranty fund and surplus over and above al
of its liabilities equal to the m ninum capital stock and surplus
required of a stock insurance conpany transacting the sanme kinds
of busi ness.

Revi sed Law
Sec. 941.202. LIMTATION COF BUSI NESS. (a) Except as
provi ded by Subsection (c), a Lloyd' s plan may not assune or




wite insurance risks in this state, for residents of this state,
or covering property located in this state that produce an anount
of net premumincone that exceeds 10 tinmes the value of the net
assets of the underwiters.

(b) If the insurance risks witten or assuned by a Lloyd's
pl an produce a net premiumincone that exceeds the limt
speci fied by Subsection (a), the Lloyd's plan may not wite or
assune an additional insurance risk until the net assets have
been increased to a | evel that brings the net prem umincone
produced by the additional insurance risk within that limt.

(c) The Iimt inposed by Subsection (a) does not apply to a
Ll oyd's plan if:

(1) the Lloyd' s plan's net assets equal at |east the
amount of noney required of a stock insurance conpany engaged in
t he sane kind of business in this state; or

(2) the departnment determ nes that the Lloyd' s plan,

t hrough rei nsurance or other contracts with other responsible and
sol vent insurers, has reduced the net lines at risk carried by
the Lloyd's plan so that its operations are safe and its sol vency
is not in danger.

(d) An attorney in fact for a Lloyd' s plan nmay not assune
an insurance risk that exceeds one-tenth of the sum of the anount
of the net assets of the underwiters as described in this
subchapter and the anount of the additional liability assumed by
t he individual underwiters in the articles of agreenent and in
policies or contracts of insurance, unless the excess insurance
risk is pronptly reinsured. (V.T.1.C. Arts. 18.06 (part),

18. 16.)
Source Law

Art. 18.06. The underwiters at a Lloyd' s shall not assune
nor wite insurance obligations in Texas nor for citizens of
Texas, nor covering property located in Texas which produce a net
prem umincome in excess of ten tinmes the net assets of such
underwiters, and if at any tinme the liabilities assuned upon
such insurance shall produce a net prem uminconme greater than
ten tinmes such net assets, then no further insurance obligation
shal | be assuned until the net assets have been increased so as
to admt of additional insurance obligations which will produce a
prem um income not greater than ten tinmes such net assets;
provi ded that when the net assets at a Lloyd's shall equal the
sum of noney which will be required of a stock insurance conpany
doi ng the sane character of business in Texas, then his
[imtation upon the volunme of business to be witten shall not
apply further; provided further that if in the judgnment and
di scretion of the Board of Insurance Conm ssioners such
underwiters at a Lloyd s shall have effected reinsurance, or
ot her contracts, with responsible and solvent insurance carriers



reducing the net lines at risk carried by such underwiters at a
Ll oyd's so that their operations are safe and their sol vency not
i n danger, then

Art. 18.16. No attorney for underwiters at a Lloyd s shal
assume any one insurance risk exceeding one-tenth of the anpunt
of the net assets of the underwiters as defined in this chapter
and the additional liability assumed by the individual
underwriters in the articles of agreenent and in the policies or
contracts of insurance, unless such excess shall be pronptly
rei nsured.

Revi sor's Note

V.T.1.C. Article 18.06 states that the Board of |nsurance
Conmi ssioners may "renew or extend" the certificate of authority
of a Lloyd's plan without regard to the limtation inposed on net
assets, if the Lloyd' s plan effects reinsurance or other
contracts. Chapter 194, Acts of the 56th Legislature, Regular
Session, 1959, anmended Article 1.14, Insurance Code, to elimnate
the requirement that a certificate of authority be renewed
annually and to provide that a certificate of authority remains
"in full force and effect until it is revoked, canceled or
suspended."” The act also provided that "all |aws and parts of
laws in conflict” with the act are expressly repealed. Article
1.14, revised in this code as Chapter 801, applies to a Lloyd's
plan. Therefore, the revised |law omits the reference to renewal
of a certificate of authority. The revised |law also omts the
reference to extension of a certificate of authority as
unnecessary. Wile the nmeaning of the term"extension" in this
context is unclear, it is clear fromthe |law as revised that a
LI oyd's plan that effects reinsurance or other contracts in
accordance with this section may continue to maintain its
certificate of authority, and that the | aw does not otherw se
inmpose a limtation on extension of the certificate of authority.
The omtted | aw reads:

Art. 1806. . . . such Board may renew or extend the |icenses
of such underwiters, irrespective of this limtation

Revi sed Law
Sec. 941.203. COWUTATI ON OF RESERVE. A Lloyd's plan shal
conpute reserve liabilities for outstandi ng busi ness and incurred
| osses on the sane basis required for a stock insurance conpany
engaged in the sanme kinds of business in this state. (V.T.1.C
Art. 18.08.)

Source Law

Art. 18.08. Underwriters at a Lloyd's are required to
conpute reserve liabilities for all outstanding business and for



all incurred | osses upon the sanme basis required for stock
i nsurance conpani es doing the sane cl asses and character of
busi ness in Texas.

Revi sed Law

Sec. 941.204. AUTHORI ZED | NVESTMENTS. (a) The m ni mum
guaranty fund and surplus required of a Lloyd s plan under
Sections 822.054, 822.202, 822.210, 822.211, and 941. 201 nust be:

(1) in cash; or
(2) invested as provided by:
(A) Section 822.204; or
(B) any other |aw governing the investnent of the
capital stock and m ni mum surplus of a capital stock insurance
conpany engaged in the sane kind of business.

(b) Funds of a Lloyd' s plan other than the m ni mum guaranty
fund and surplus described by Subsection (a) nust, if invested,
be i nvested as provided by:

(1) Article 2.10; or

(2) any other |aw governing the investnent of the
funds of a capital stock insurance conpany engaged in the sane
ki nd of busi ness.

(c) A Lloyd s plan nmay purchase, hold, or convey real
property in accordance with Section 862. 002.

(d) A Lloyd s plan organi zed before August 10, 1943, and
engagi ng in business under a certificate of authority issued by
the former Board of |Insurance Conmi ssioners is not required to
conply with this section except as to securities acquired on or
after August 10, 1943, regardl ess of whether those securities
were substituted for securities held before that date or were
acquired from additional, successor, or substituted underwiters.
(V.T.1.C. Arts. 18.05 (part), 18.09.)

Source Law

Art. 18.05. . . . The required net assets shall be invested
following the licensing as provided in Article 2.08 as to m ni num
guaranty fund and surplus required, and as provided in Article
2.10 as to other funds.

Art. 18.09. The assets of Underwiters at a Lloyd' s to the
extent of the m ninumrequired under the provisions of Article
2.02 and of Article 18.05 of this Chapter shall be cash or shal
be invested in such securities as are eligible for investnent of
the capital stock and m ni num surplus of stock insurance
conpani es transacting the same sort of business, and the other
assets of underwiters shall be invested, if at all, in such
property or securities as the funds of the stock insurance
conpani es doi ng the sanme sort of business may be invested in,
except that only the surplus, in excess of the required m ni num



guaranty fund and surplus of a Lloyds' may be invested in the
securities eligible for investnment of surplus in excess of
capital and m ni mum surplus of such simlar stock insurance
conpani es. Lloyds' organized prior to August 10, 1943, and doi ng
busi ness under Certificate of Authority fromthe Board of

| nsurance Conm ssioners shall not be required to conformto this
Article except as to securities thereafter acquired, whether in
substitution for securities then held or from additional,
successor or substituted underwiters. Underwiters at a Ll oyds
shall be permtted to purchase, hold or convey real estate in
accordance with the provisions and subject to the limtations of
Article 6.08 of this Code.

Revi sed Law

Sec. 941.205. JO NT CONTROL OF M Nl MUM ASSETS. (a) To the
extent of the m ninmumrequired under this subchapter, the assets
of a Lloyd' s plan nust be made subject to the joint control of
the attorney in fact and the departnent, in a manner satisfactory
to the departnent, so that the assets may not be w t hdrawn,

di verted, or spent w thout the approval of the departnent or for
a purpose not permtted under this chapter.

(b) The underwiters are entitled to the interest or incone
accruing fromproperty or securities placed under joint control
under Subsection (a) as the interest or income becones payabl e.

(c) As an alternative to submtting assets to joint contro
under Subsection (a), an attorney in fact for a Lloyd' s plan
engaged in business before August 20, 1929, may execute a bond in
t he amount of $25,000 for the safekeeping of assets, to be
rel eased only on approval of the departnent. The corporate
surety and the formof the bond nust be approved by the
departnent. (V.T.1.C Art. 18.10.)

Source Law

Art. 18.10. The assets of underwiters at a Lloyd' s to the
extent of the m ninmumrequired under the provisions of this
chapter shall be submtted to and subjected to the joint contro
of the attorney in fact for such underwiters, and the Board of
| nsurance Comm ssioners, in sone manner satisfactory to the
Board, so that the sanme nmay not be w thdrawn or diverted, or
expended, except with the approval of the Board and the purposes
provided for in this chapter. Such underwiters, however, shal
be entitled to the interest or income accruing fromsuch property
or securities as may be placed under the joint control of such
attorney in fact and the Board as and when the same is payabl e.
Provi ded, however, in lieu of such joint control any attorney in
fact at a Ll oyd' s now doing business in this State nmay gi ve bond
in the sumof Twenty-five Thousand ($25,000.00) Dollars for the
safe keeping of assets, to be rel eased only on approval of the



Board of Insurance Conmm ssioners, and in such formand with
corporate surety as shall be approved by the Board of I|nsurance
Conmm ssi oners.

Revi sor's Note

V.T.1.C. Article 18.10 refers to a Lloyd's plan "now doi ng
business in this State.” The quoted | anguage was added to the
| aw by Chapter 11, Acts of the 41st Legislature, 1st Called
Session, 1929, which took effect August 20, 1929. It is clear
fromthe context of that act that the quoted | anguage refers to a
LI oyd's plan al ready engaged in business at the tinme the act took
effect. Therefore, the revised | aw substitutes "engaged in
busi ness before August 20, 1929," for the quoted | anguage.

Revi sed Law

Sec. 941.206. HAZARDOUS FI NANCI AL CONDI TI ON, SUPERVI SI ON,
CONSERVATORSHI P, AND LI QUI DATI ON; | MPAI RVENT OF SURPLUS. (a)
Articles 1.32, 21.28, and 21.28-A apply to a Lloyd' s plan engaged
in the business of insurance in this state.

(b) Section 5, Article 1.10, applies to a Lloyd' s plan.
(V.T.1.C. Art. 18.07; New.)

Source Law

Art. 18.07. Ll oyds' conpanies shall be subject to the
provi sions of Section 5 of Article 1.10 of this Code.

Revisor's Note

V.T.1.C. Article 18.18, in part, established procedures
applicable to the winding up of affairs of a Lloyd' s plan that is
insolvent or that is in a condition that renders the continuance
of its business hazardous to the public. Article 18.18 was
derived fromV.A C.S. Article 5022 and has not been substantively
anmended since 1929. After the enactnent of Article 5022, the
| egi sl ature established conprehensive procedures applicable to
those Ll oyd' s plans. The | ater enacted provisions, which are
contained in V.T.1.C. Article 1.32, originally enacted in 1975,
V.T.1.C. Article 21.28, derived fromlaw originally enacted in
1939, and V.T.1.C. Article 21.28-A, originally enacted in 1967,
conpl etely subsune and replace the related procedures established
under Article 18.18. As a result, the revised law omts the
pertinent portion of Article 18.18 as inpliedly repeal ed and adds
a reference to Articles 1.32, 21.28, and 21.28-A for the
conveni ence of the reader. The omtted | aw reads:

Art. 18.18. \Wenever it shall appear to the Board of
| nsurance Conmmi ssioners that the m nimum assets provided for in
Article 18.05 have becone inpaired, the Board shall imredi ately
give notice to the attorney in fact for such Lloyd s to appear
and show cause why the |icense of such attorney shall not be
revoked, and if within thirty (30) days fromthe giving of such




notice the inpairnment or insolvency shall not be nade good by
such underwriters, or their attorney, such |icense shal

i mredi ately be cancelled. |If such attorney or other person shal
make any advancenent to make good such inpairnment, the claimfor
such advancenent agai nst the assets of such underwiters shall be
deferred to the clainms for | osses under policies or contracts of
insurance. |f such inpairnment is not nmade good within the tine
prescri bed, then the Board shall proceed to take charge of the
assets of such underwiters, and to effect a reinsurance of al
busi ness outstanding in Texas or covering property |located in
Texas, and for that purpose, the Board shall have the right to
use the net assets, and to make provision for the paynent of
outstanding clains and | osses. In case reinsurance cannot be
effected by the said Board, then the affairs of such underwiters
at Lloyd' s shall be wound up through receivership proceedi ngs
instituted by the Attorney General of Texas at the request of the
Boar d.

[ Sections 941.207-941. 250 reserved for expansi on]
SUBCHAPTER F. REGULATION OF LLOYD S PLAN
Revi sed Law

Sec. 941.251. EXAM NATIONS. (a) The provisions of Articles
1.15 and 1.16 that relate to the exam nation of insurers apply to
a Lloyd's plan.

(b) The departnent may exam ne the books and affairs of an
attorney in fact for a Lloyd' s plan. The attorney in fact and
each deputy attorney in fact shall facilitate the exam nation and
furnish any information reasonably required by the departnent.
(V.T.1.C. Arts. 18.11, 18.11-1.)

Source Law

Art. 18.11. Al of the provisions of Article 1.15 and of
Article 1.16 relative to exam nation of conpanies shall apply to
conpani es organi zed under this Chapter

Art. 18.11-1. The Conm ssioner of |nsurance may nake
exam nations of the books and affairs of any attorney for
underwiters at a Lloyds, and the attorney and his deputies shal
facilitate such exam nation and furnish all information which
such Comm ssioner may reasonably demand.

Revi sed Law
Sec. 941.252. ANNUAL REPORT. (a) An attorney in fact shal
annually file with the departnent a verified report on a form
prepared by the departnment of:
(1) the business conducted by the attorney in fact on
behal f of the Lloyd' s plan during the preceding year;
(2) the condition of the affairs of the Lloyd s plan;

and



(3) any other information required by the departnent.
(b) The report nust cover all of the business conducted by
the attorney in fact on behalf of the LlIoyd s plan, wthout
regard to the place where the business was conducted. (V.T.I.C
Art. 18.12.)
Source Law

Art. 18.12. The attorneys for such underwiters shal
annually file with the Board of Insurance Comm ssioners a
verified report of the business done by the attorney for such
underwriters during the previous year, and of the condition of
its affairs, together with such other information as the Board of
| nsurance Comm ssioners may demand; such report shall be filed
upon bl anks prepared by the Board and shall cover the report of
all the business of such underwiters, wherever the sane may be
conduct ed.

[ Sections 941. 253-941. 300 reserved for expansi on]

SUBCHAPTER G  FOREI GN LLOYD S PLAN
Revi sed Law
Sec. 941.301. FOREIGN LLOYD S PLAN;, BOND OR M NI MUM NET
ASSETS REQUI RED. (a) Except as provided by Subsection (b), the
conmmi ssi oner may not issue a certificate of authority to an
attorney in fact if:
(1) the underwriters are not residents of this state;

or
(2) the underwriters maintain their principal office
outside of this state.

(b) The departnment nmay issue a certificate of authority to
an attorney in fact in circunstances described by Subsection (a)
if the underwiters, at their option:

(1) file a bond with the departnent that conplies with
Section 941.302; or
(2) maintain net assets in this state that:
(A) are subject to the joint control of the
attorney in fact and the conm ssioner; and
(B) neet the requirenents of Subchapter E
regardi ng the m ni num anount of net assets of a Lloyd s plan.

(c) A deposit of securities nmade under Subsection (b)(2) is
considered to have been made on the sanme terns and conditions as
a bond executed in accordance with Section 941. 302.

(d) If there is recovery on a deposit or bond made under
this section, the comm ssioner shall imediately demand t hat
addi tional security be provided to increase the anount of the
bonds to the m ni mum anount required by this section. The
addi ti onal bond nust be posted not later than the 30th day after
t he date the conm ssioner makes the demand. Successive



recoveries may be nade on a bond made under this section unti
the principal ambunt of the bond is exhausted. (V.T.I.C
Art. 18.19 (part).)

Source Law

Art. 18.19. In case underwiters at a Lloyd' s who are
nonresi dents of Texas, or who maintain their principal office
out si de of Texas, apply for a permt to do business in Texas,
such permt shall not be granted unless such underwiters have
and mai ntain net assets in Texas which are subject to the joint
control of their attorney in fact and the Board of Insurance
Conmi ssioners of this State sufficient to neet the m ni mum
requirenments of this chapter relative to the anbunt of net assets
whi ch underwiters at Lloyd s nust have; or unless they submt to
and file with the Board a bond . . . . If any underwiters
desiring to do so, at their option, in lieu of giving the bond
authorized by this article, shall submt adm ssible securities
subject to the joint control of its attorney in fact and the
Board of Insurance Conm ssioners, such deposits of securities
shall be deened to have been nmade upon such ternms and conditions
as provided by such bond.

|f there shall be any recovery upon the bond or fromthe
deposit herei nabove provided for, then the Board shal
i mredi atel y demand additi onal security so as to bring the anount
of the bonds up to the m ni num sum required hereunder, which
addi ti onal bond nust be posted wthin thirty (30) days fromthe
date of such demand. Provided, there nay be successive
recoveries on said bond until the principal sumthereof is
exhaust ed.

Revi sed Law
Sec. 941.302. BOND OF FOREI GN LLOYD S PLAN. (a) A bond
filed under Section 941.301 nust:
(1) be executed by corporate sureties that:
(A) neet the requirenents inposed by the
departnent; and
(B) are authorized to engage in guaranty,
fidelity, and surety business in this state;
(2) be in a principal anmount that equals the m ni mum
anount of net assets of a Lloyd's plan under this subchapter;
(3) be payable to the departnent;
(4) Dbe conditioned for the paynment of all clains
arising under insurance policies or contracts:
(A) issued in this state;
(B) issued to residents of this state; or
(C covering property located in this state; and
(5) be held by the departnent for the benefit of any
person with a valid claimarising under an insurance policy or




contract described by Subdivision (4).

(b) The bond nust also provide that if a Lloyd's plan with
out standi ng i nsurance policies in favor of residents of this
state or covering property located in this state becones
i nsol vent or ceases to engage in the business of insurance in
this state, the departnent, after 10 days' notice to the attorney
in fact for the Lloyd' s plan or any receiver in charge of the
Lloyd's plan's property and affairs, nmay contract w th another
insurer engaging in the business of insurance in this state for
the assunption of and reinsurance by that insurer of:

(1) all of the Lloyd' s plan's insurance risks
outstanding in this state; and

(2) all unsatisfied |awful clainms outstandi ng agai nst
t he Ll oyd's plan.

(c) |If the departnent enters into a contract described by
Subsection (b) and the attorney general approves the contract as
reasonabl e, the assuming insurer is entitled to recover fromthe
makers of the bond filed under Section 941.301 the anount of the
prem um or conpensation for reinsurance that is specified in the
contract.

(d) A bond filed under Section 941. 301 bi nds any additi onal
or substitute underwiters of the Lloyd s plan. (V.T.1.C
Art. 18.19 (part).)

Source Law

Art. 18.19. . . . [or unless they submt to and file with
the Board a bond] executed by such corporate sureties as the
Board may require, which corporate sureties nust be licensed to
do guaranty, fidelity and surety business in Texas, in a
princi pal anmpbunt which would be required for net assets of
underwriters at Lloyd s under foregoing provisions of this
chapter, which said bond shall be payable to the Board of
| nsurance Conm ssioners, and which shall be conditioned for the
paynment of all clainms arising upon contracts issued in Texas, or
issued to residents and citizens of Texas, or covering property
| ocated in Texas, and which bond shall be held by the Board for
t he benefit of all persons having valid clains arising upon such
contracts. It shall also provide that in the event the
underwiters shall becone insolvent or cease to transact business
inthis State at any tinme when there are outstandi ng policies of
insurance in favor of citizens of this State, or upon property in
this State, the Board shall have power, after having given ten
(10) days' notice to the attorneys for such underwiters, or any
receiver in charge of its property and affairs, to contract with
any other insurance carrier transacting business in this State
for the assunption and reinsurance by it of all insurance risks
outstanding in this State of such underwiters, which contract
shall al so provide for the assunption by such reinsurance carrier



of all outstanding and unsatisfied | awful clains then outstanding
agai nst such underwriters. |In the event of the Board nmaki ng any
such contract, and if the sane shall be approved as reasonabl e by
the Attorney General, the reinsuring carrier shall be entitled to
recover fromthe makers of such bond the anount of the prem um or
conpensati on so agreed upon for such reinsurance. Such bond
shal |l al so bind any additional or substitute underwiters at such
LI oyd' s.

[ Sections 941. 303-941. 350 reserved for expansion]

SUBCHAPTER H.  CONVERSI ON TO CAPI TAL STOCK | NSURANCE COWVPANY
Revi sed Law
Sec. 941.351. CONVERSI ON AUTHORI ZED. The underwiters may
convert a Lloyd' s plan to a capital stock insurance conpany
governed by Chapter 822 by conplying with this subchapter.
(V.T.1.C. Art. 18.23A, Sec. (c) (part).)




Source Law

(c) Underwiters nmaking insurance under
the Lloyd' s plan pursuant to this chapter may
convert the Lloyd's to a capital stock
conpany governed by Chapter 2 of this code
pursuant to the follow ng provisions:

Revi sed Law
Sec. 941.352. ADOPTI ON OF CONVERSI ON PLAN. The underwiters
by a two-thirds vote may adopt a plan to convert the Lloyd s plan
to a capital stock insurance conpany. (V.T.1.C Art. 18.23A
Sec. (c) (part).)

Source Law

(c) [Underwriters making insurance
under the Lloyd's plan pursuant to this
chapter may convert the Lloyd's to a capita
st ock conpany governed by Chapter 2 of this
code pursuant to the follow ng provisions:]

(1) By two-thirds vote, the
underwriters may adopt a plan to convert the
Lloyd's to a capital stock conpany.

Revi sed Law
Sec. 941.353. REQUI REMENTS OF CONVERSI ON PLAN. The
conversion plan nust provide that a capital stock insurance
conpany will be fornmed in accordance with Chapter 822, except
t hat :

(1) the conpany's required m nimum capital and surplus
must equal the required m nimum guaranty fund and surplus of the
LI oyd' s pl an;

(2) the conpany's assets may be in cash or in the form
of an investnent lawfully held by the Lloyd s plan; and

(3) an original exam nation under Section 822.058(b)
is not required unless directed by the comm ssioner. (V.T.1.C
Art. 18.23A, Sec. (c) (part).)

Source Law

(c) [Underwriters making insurance
under the Lloyd's plan pursuant to this
chapter may convert the Lloyd's to a capita
st ock conpany governed by Chapter 2 of this
code pursuant to the follow ng
provisions: . . .]

(2) The plan of conversion shal



Sec. 941. 354.

provi de that a capital stock conpany be
formed in accordance with Chapter 2 of this
code, except that:

(A) the required m nimum
capital and surplus of the capital stock
conpany shall equal the required m nimm
guaranty fund and surplus of the Lloyd's;

(B) the assets of the capital
stock conpany may be in cash or in the form
of investment |lawfully held by the Lloyd's
under this code; and

(C© an original exam nation
under Article 2.04 of this code is not
required unless directed by the departnent.

Revi sed Law
COW SSI ONER APPROVAL OF CONVERSI ON PLAN. On

t he conmm ssioner's approval of the conversion plan and the
formati on of the capital stock insurance conpany, all assets,
interests, obligations, and liabilities of the Lloyd s plan,

i ncl udi ng al

out standi ng policies and insurance obligations, are

transferred to the capital stock insurance conpany, except as
ot herwi se provided by this subchapter. (V.T.1.C Art. 18.23A,

Sec. (c) (part).)

Sec. 941. 355.

Source Law

(c) [Underwriters making insurance
under the Lloyd's plan pursuant to this
chapter may convert the Lloyd's to a capita
st ock conpany governed by Chapter 2 of this
code pursuant to the follow ng provisions:

-]

(3) On the departnent's approval
of the plan of conversion and the formation
of the capital stock conpany, all assets,
interests, obligations, and liabilities of
the Lloyd's, including all outstanding
policies and insurance obligations of the
LI oyd's, shall be converted to the capital
st ock conpany governed by the provisions of
Chapter 2 of this code, except as otherw se
herei n provi ded.

Revi sed Law
CONVERSI ON OF MEMBER OF HOLDI NG COVPANY

SYSTEM [|f the Lloyd's plan is a nmenber of a hol di ng conpany



systemidentified in registration information that the Lloyd's
plan filed wwth the departnment in accordance with Chapter 823,
the rights and interests of the underwiters in the capital stock
i nsurance conpany nmay be assigned at the tinme of conversion to
any affiliated person in that hol ding conpany system An
assi gnment under this subsection is not:

(1) a change in control for the purposes of Section
822.212; or

(2) an acquisition of control for the purposes of
Chapter 823. (V.T.1.C Art. 18.23A, Sec. (c) (part).)

Source Law

(c) [Underwriters making insurance
under the Lloyd's plan pursuant to this
chapter may convert the Lloyd's to a capita
st ock conpany governed by Chapter 2 of this
code pursuant to the follow ng
provisions: . . . ]

(4) If the Lloyd's is a nenber of
a hol ding conpany systemidentified in
registration information filed by the Lloyd's
with the departnent pursuant to Section 3,
Article 21.49-1, of this code, the
underwriters' rights and interests in the
capi tal stock conpany may be assigned at the
time of conversion to any affiliated person
in such system The result of such
assi gnnment shall not be considered a change
in control for purposes of Article 2.20 of
this code nor an acquisition of control for
pur poses of Section 5, Article 21.49-1, of
t hi s code.

[ Sections 941. 356-941. 700 reserved for expansi on]

SUBCHAPTER O. PENALTI ES
Revi sed Law
Sec. 941.701. REVOCATI ON OF CERTI FI CATE OF AUTHORI TY. The
commi ssioner shall revoke a certificate of authority issued to an
attorney in fact if the attorney in fact or an underwiter
violates this chapter or any other |law of this state. (V.T.1.C
Art. 18.22.)

Source Law

Art. 18.22. If any attorney in fact or
underwiters at Lloyd s shall violate any of
the provisions of this chapter or any of the
other laws of the State of Texas, which are



applicable to them the license of such
attorney shall be revoked and the right to do
busi ness in Texas shall be cancell ed.

Revi sor's Note
(1) V.T.I.C Article 18.22 refers to a
violation by an attorney in fact or
underwiter of a law "applicable to them"
The revised law omts the quoted phrase as
unnecessary. If a lawis not applicable to an
attorney in fact or underwiter, then the
attorney in fact or underwiter cannot
violate that |aw
(2) V.T.I.C Article 18.22 states that
on violation of a law, the license
(certificate of authority) of an attorney in
fact shall be revoked and the "right to do
busi ness in Texas shall be cancelled."” The
revised law omts the quoted phrase as
unnecessary. The revocation of the
certificate of authority has the effect of
termnating the authority of the attorney in
fact to engage in business for the Lloyd' s
plan in this state.
Revi sed Law
Sec. 941.702. CRIM NAL PENALTY. (a) A person commts an
offense if the person, as a principal, attorney in fact, agent,
broker, or other representative, engages in the business of
witing insurance on the Lloyd's plan in violation of this
chapter.
(b) An offense under this section is punishable by a fine
of not nore than $500. (V. T.1.C Art. 18.22-1.)
Source Law

Art. 18.22-1. Any person, who, as
principal, attorney, agent, broker, or other
representative, shall engage in the business
of making insurance on the Lloyds plan, as
defined in this chapter and by the Revised
Statutes of this State, w thout conplying
with the requirenents of such | aw governing
such busi ness, or who shall violate any
provi sion of the four preceding articles,
shall be fined not exceeding five hundred
dol | ars.

Revi sor's Note
(1) V.T.1.C. Article 18.22-1 was
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CHAPTER 942.

formerly a part of the Penal Code of Texas,
1925, and by the authority of Section 5,
Chapter 399, Acts of the 63rd Legislature,
Regul ar Session, 1973, was transferred to
Chapter 18, Insurance Code, revised as this
chapter. At the tine the article was
transferred, references to other statutes
within the article were not changed to
reflect the transfer. As a result, the
reference to "this chapter” is a reference to
the statutes relating to Lloyd s plans that
were transferred fromthe Penal Code of 1925
to Chapter 18, Insurance Code. The reference
to "the Revised Statutes" is a reference to
Chapter 18, Insurance Code, as it existed
before its codification by the Insurance Code
of 1951, and the reference to "the four
preceding articles” is again a reference to
the four statutes that preceded the substance
of the article in the fornmer Penal Code of
1925 and that were transferred to Chapter 18,
| nsurance Code, in 1973. The revised law is
drafted accordingly.

(2) V.T.1.C Article 18.22-1 provides
that a person who engages in certain
prohi bited conduct "shall be fined not
exceeding five hundred dollars.” The revised
| aw provi des that a person who engages in the
prohi bited conduct "commits an offense"” to be
consistent with the term nology used in the
Penal Code.
RECI PROCAL AND | NTERI NSURANCE EXCHANGES
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[ Sections 942. 004-942. 050 reserved for expansion]
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[ Sections 942. 056-942. 100 reserved for expansi on]

SUBCHAPTER C. AUTHORI TY TO ENGAGE | N BUSI NESS
Sec. 942.101. CERTIFI CATE OF AUTHORI TY REQUI RED;, EFFECT

ON FORElI GN CORPORATI ONS 1229
[ Sections 942. 102-942. 150 reserved for expansi on]
SUBCHAPTER D. OPERATI ON, PONERS, AND DUTI ES OF EXCHANGE
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PREM UMS 1230
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Sec. 942.159. VIOLATION BY ATTORNEY | N FACT OF REQUI REMENTS
REGARDI NG | NDEMNI TY CONTRACTS;
CRI M NAL PENALTY 1239
[ Sections 942. 160-942. 200 reserved for expansi on]
SUBCHAPTER E. REGULATI ON OF EXCHANGES
Sec. 942.201. ANNUAL REPORT 1240
Sec. 942.202. EXAM NATI ON BY DEPARTMENT 1240
Sec. 942.203. FEES; TAXES; FILING FEE 1241
CHAPTER 942. RECI PROCAL AND | NTERI NSURANCE EXCHANGES
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 942.001. DEFINITIONS. In this chapter:

(1) "Attorney in fact" means an individual, firm or
corporation who, under a power of attorney or other appropriate
aut hori zation of the attorney in fact, acts for subscribers of an
exchange by issuing reciprocal or interinsurance contracts.

(2) "Exchange" neans a reciprocal or interinsurance
exchange and includes the office through which a reciprocal or
i nterinsurance contract is exchanged.

(3) "Reciprocal or interinsurance contract" neans an
i nsurance policy or other contract that provides i ndemity anong
a group of subscribers for certain |osses.

(4) "Subscriber" neans an individual, partnership, or
corporation who, through an attorney in fact, enters into a
reci procal or interinsurance contract. (V.T.1.C. Arts. 19.01
(part), 19.02 (part), 19.03 (part), 19.10 (part); New.)

Source Law

Art. 19.01. Individuals, partnerships
and corporations . . . hereby designated



subscribers . . . to exchange reciprocal or
i nterinsurance contracts . . . providing

i ndermmity anong thensel ves from any | oss
whi ch may be insured agai nst :

Art. 19.02. [Such contracts nmay be
executed by] a duly appointed attorney in
fact duly authorized and acting for such
subscri bers.

Art. 19.03.
1. . . . The office or offices
t hr ough whi ch such indemity contracts shal
be exchanged shall be classified as
reci procal or interinsurance exchanges;

3. . . . power of attorney or
ot her authority of such attorney in fact
under which such insurance is to be effected
or exchanged .

Art. 19.10. . . . attorney-in-fact by
whom or t hrough whom are issued any policies
of or contracts of indemity of the character
referred to herein. . . . [A Certificate of
Authority issued as provided in this Article,
shall fully authorize the named person, firm
or corporation to exercise all of the powers
and performall of the duties of such
attorney-in-fact;]

Revi sor's Note
(1) V.T.1.C Article 19.01 provides
that "[i]ndividuals, partnerships and

corporations . . . hereby designated
subscri bers"” may exchange "reciprocal or
i nterinsurance contracts . . . providing

indemmity" for certain |osses. The
definitions of "subscriber"” and "reciprocal
or interinsurance contract” are added to the
revised law to i ncorporate those concepts and
to elimnate the frequent, unnecessary
repetition of the substance of the
definitions.

(2) V.T.I.C Articles 19.02, 19.03, and
19. 10 provide that an attorney in fact acts
for the subscribers of an exchange under a
power of attorney or other authority. The
definition of "attorney in fact" is added to



the revised law to incorporate that concept
and to elimnate the frequent, unnecessary
repetition of the substance of the
definition.

(3) V.T.I.C Article 19.03 provides
that "offices through which such indemity
contracts shall be exchanged shall be
classified as reciprocal or interinsurance
exchanges." The definition of "exchange" is
added to the revised law to incorporate that
concept and to elimnate the frequent,
unnecessary repetition of the substance of
t he definition.

Revi sed Law

Sec. 942.002. SUBSCRI BER | NSURANCE COVERAGE THROUGH
EXCHANGE AUTHORI ZED; LI FE | NSURANCE PRCHI BI TED. (a) Except as
provi ded by Subsection (c), subscribers of this state may
exchange reci procal or interinsurance contracts w th other
subscribers of this state or of another state or country to
provi de indemity anong those subscribers for a | oss for which
i nsurance coverage may be obtai ned under other |aw.

(b) A public, private, or nunicipal corporation organized
under the laws of this state may act as a subscriber, and the
right to exchange a reciprocal or interinsurance contract is:

(1) incidental to the purpose for which the
corporation is organi zed; and

(2) in addition to the corporate rights and powers
expressly conferred in the corporation's articles of
i ncor porati on.

(c) An exchange may not engage in the business of life
insurance. (V.T.1.C Arts. 19.01 (part), 19.09.)

Source Law

Art. 19.01. [Individuals, partnerships
and corporations] of this State [hereby
desi gnat ed subscri bers] are hereby authorized
to exchange reciprocal or interinsurance
contracts wth each other, or with
i ndi vi dual s, partnerships and corporations of
ot her states and countries, providing
i ndermmity anong thensel ves from any | oss
whi ch may be insured agai nst under other
provi sions of the |aws, excepting life
i nsur ance.

Art. 19.09. Any corporation, public,
private or nunicipal, now or hereafter
organi zed under the laws of this State,



shall, in addition to the rights, powers and
franchises specified inits articles of

i ncorporation, have full power and authority
to exchange insurance contracts of the kind
and character herein nentioned. The right to
exchange such contracts is hereby declared to
be incidental to the purpose for which such
corporations are organi zed and as such
granted as the rights and powers expressly
conferred.

Revi sor's Note

V.T.1.C. Article 19.09 refers to a
corporation's "rights, powers and
franchises.” The revised |law omts the
reference to "franchi ses” as unnecessary
because, in context, "franchises" is included
in the neaning of "rights and powers." The
power to grant a franchise is included in the
powers granted through the articles of
i ncorporation. Those specified powers are
sufficient authority for the exercise of
t hose powers, and it is unnecessary to refer
to that authority in the revised | aw

Revi sed Law

Sec. 942.003. LIMTED EXEMPTI ON FROM | NSURANCE LAWS;

APPLI CABI LI TY OF CERTAIN LAWS. (a) An exchange is exenpt from
t he operation of all insurance |aws of this state except as
specifically provided in this chapter or unless exchanges are
specifically nmentioned in the other |aw

(b) An exchange is subject to:

(1) Section 5, Article 1.10;

(2) Articles 1.15, 1.15A, and 1. 16;

(3) Subchapter A, Chapter 5;

(4) Articles 5.35, 5.37, 5.38, 5.39, and 5. 40;

(5) Articles 21.21 and 21.49-8; and

(6) Sections 822.203, 822.205, 822.210, 822.212,
861. 254(a)-(f), 861.255, 862.001(b), and 862.003.

(c) Subchapter M Chapter 5, applies to the rates for notor
vehi cl e insurance witten by an exchange.

(d) The provisions of the Texas Busi ness Corporation Act
that relate to the indemification of officers and directors
apply to an exchange.

(e) Subscribers and their attorney in fact are subject to
Sections 822. 051, 822.057-822.060, and 822.201, except that:

(1) the declaration of the subscribers prescribed by
Section 942.053 replaces the articles of incorporation; and
(2) the unencunbered surplus of the exchange




constitutes capital structure for purposes of Section 822.060.
(V.T.1.C. Art. 5.01-2, Secs. (a) (part), (b) (part); Arts. 19.03
(part), 19.12, 19.13.)

Source Law

Art. 5.01-2. (a) . . . reciprocal and
i nterinsurance exchanges are subject to this
subchapt er

(b) . . . rates for notor vehicle
insurance witten by . . . a reciprocal or
i nterinsurance exchange are determ ned as
provi ded by the flexible rating program
adopt ed under Subchapter M of this chapter.

Art. 19.03.

5. . . . Such subscribers and
their attorney in fact shall be subject to
the provisions of Article 2.01 and of Article
2.04 of this Code, except that:

(a) The declaration of
subscribers shall be in lieu of Articles of
| ncor poration; and

(b) Free surplus shal
constitute capital structure within the
meani ng of Article 2.01.

Art. 19.12. (a) Reciprocal or
i nter-insurance exchanges shall be exenpt
fromthe operation of all insurance |aws of
this State except as in this Chapter
specifically provided, or unless reciprocal
or inter-insurance exchanges are specifically
mentioned in such other |aws.

(b) In addition to such Articles as may
be made to apply by other Articles of this
Code, reciprocal or inter-insurance exchanges
shall not be exenpt from and shall be subject
to:

(1) Section 5, Article 1.10 of
t his Code; and

(2) Articles 1.15, 1.15A, 1.16,
2.20, 5.35, 5.37, 5.38, 5.39, 5.40, 6.12,
8.07, 21.21, and 21.49-8 of this Code.

Art. 19.13. The provisions of the Texas
Busi ness Corporation Act relating to the
indemi fication of officers and directors
apply to and govern reciprocal or



i nterinsurance exchanges organi zed under this
chapter.

[ Sections 942. 004-942. 050 reserved for expansion]

SUBCHAPTER B. FORNMATI ON AND STRUCTURE OF EXCHANGE
Revi sed Law

Sec. 942.051. APPO NTMENT OF ATTORNEY | N FACT; APPROVAL BY
DEPARTMENT OF PONER OF ATTORNEY OR OTHER AUTHORI ZATI ON REQUI RED
(a) A reciprocal or interinsurance contract my be executed by
an attorney in fact appointed by the subscribers of an exchange.

(b) A corporation may be organized in this state to act as
attorney in fact for an exchange. The general |aws regarding
i ncorporation supplenent this chapter to the extent consistent
with this chapter. A corporation organized in this state to act
as attorney in fact for an exchange nay be organi zed under the
Texas Busi ness Corporation Act, notw thstandi ng any conflicting
provi sion of that Act.

(c) The formof the power of attorney or other docunent
granting authority to the attorney in fact and under which the
insurance is to be exchanged is subject to approval by the
departnment. This subsection nmay not be construed to permt the
departnment to require the filing or use of uniformforns of those
docunents except as otherw se provided by this chapter
(V.T.1.C. Arts. 19.02 (part), 19.02A, 19.03 (part), 19.10-1

(part).)

Source Law

Art. 19.02. Such contracts may be
executed by a duly appointed attorney in
fact

A corporation may be organi zed in Texas
to act as attorney-in-fact for a reciprocal
or inter-insurance exchange. The general
| aws for incorporation shall supplenment the
provisions of this Act to the extent that
they are not inconsistent with the provisions
her eof .

Art. 19.02A. Notw t hst andi ng any
provi sion of the Texas Business Corporation
Act, a corporation organized in Texas to act
as attorney-in-fact for a reciprocal or
i nter-insurance exchange may be organi zed
under the Texas Business Corporation Act.

Art. 19.03.

3. . . . the formof power of
attorney or other authority of such attorney
in fact under which such insurance is to



be . . . exchanged, which formshall be

subj ect to approval by the Board of |nsurance
Comm ssi oners of Texas; provided, however,

t hat except as to matters concerning which
specific provision is made in this Chapter,
not hi ng herein contained shall be so
construed as to permt the said Board to
require the filing or use of uniformforns of
such instruments.

Art. 19.10-1. Any attorney in fact duly
appoi nted as such by the subscribers to
execute contracts to exchange reciprocal or
i nter-insurance contracts according to the
| aw governi ng such contracts .

Revisor's Note
V.T.1.C. Article 19.03 refers to the
"Board of Insurance Conm ssioners of Texas."
Under Chapter 499, Acts of the 55th
Legi sl ature, Regul ar Session, 1957,
adm nistration of the insurance laws of this
state was reorgani zed and the powers and
duties of the Board of Insurance
Comm ssioners were transferred to the State
Board of Insurance. Chapter 685, Acts of the
73rd Legislature, Regular Session, 1993,
abol i shed the State Board of Insurance and
transferred its functions to the comm ssi oner
of insurance and the Texas Departnent of
| nsurance. Chapter 31 of this code defines
"conmi ssioner” and "departnent” for purposes
of this code and the other insurance |aws of
this state to mean the conm ssi oner of
i nsurance and the Texas Departnent of
| nsurance, respectively. Throughout this
chapter, references to the "Board of
| nsurance Comm ssioners” and the "State Board
of Insurance" have been changed
appropriately.
Revi sed Law
Sec. 942.052. SECURITY REQUI REMENTS. (a) Except as
provi ded by Subsection (d), to act as an attorney in fact, an
i ndividual, firm or corporation nust execute a good and
sufficient fidelity bond that obligates the principal and surety
to pay a pecuniary |oss of noney or property, not exceeding the
amount of the bond, that is sustained by the exchange through
fraud, dishonesty, forgery, theft, enbezzl enent, w ongful




abstraction, or wilful msapplication on the part of the attorney
in fact, directly or through connivance with others.
(b) The bond nust:
(1) be acceptable to the departnent;
(2) be payable to the subscribers or the departnent;
and
(3) be in the anpbunt of:
(A) $25,000 for an individual or firm or
(B) $50,000 for a corporation.
(c) If the conditions of the bond are violated, the
i nsurance supervisory authority of any state in which the
attorney in fact is authorized to engage in the business of the
exchange may bring an action to enforce the bond on behalf of the
subscri bers.
(d) Instead of a bond, an attorney in fact nmay deposit with
t he appropriate official of the exchange's state of domcile cash
or securities of the kind in which a general casualty conpany is
authorized to invest its funds. The deposit nust be made in the
same anount, and nust be conditioned, approved, and payable in
t he sane manner, as a bond required under this section. (V.T.1.C
Art. 19.02 (part).)
Source Law

Art. 19.02. . . . Any person, firmor
corporation may act as such attorney in fact,
provi ded such attorney in fact shall nmake a
good and sufficient fidelity bond acceptable
to the Board of |nsurance Conm ssioners of
Texas and payable to the subscribers at the
exchange, or, in lieu thereof, payable to the
sai d Board of |nsurance Conmm ssioners, such
bond to be in the sumof Twenty-five Thousand
($25,000.00) Dollars in the case of an
i ndividual or firm and Fifty Thousand
($50,000.00) Dollars in the case of a
corporation, which said bond shall obligate
the principal and surety to pay such
pecuni ary | oss, not exceeding the penalty of
t he bond, as the exchange shall sustain of
noney or property by an act or acts of fraud,
di shonesty, forgery, theft, enbezzl enent,
wrongful abstraction or wilful m sapplication
on the part of the said attorney in fact
directly or through connivance with others,
and in the event of any violation of the
conditions of said bond, the insurance
supervi sory authority of any state in which
the attorney in fact is authorized to



transact the business of the exchange may
bring suit to enforce the penalty of the bond
on behalf of the subscribers; provided, that
a deposit with the proper lawful authority of
the hone state of such exchange of cash or
securities of the kind in which general
casual ty conpani es may invest their funds, in
I i ke amount, conditioned, approved and
payable in Iike manner, may be used in lieu
of such bond.

Revi sed Law
Sec. 942.053. SUBSCRI BER DECLARATION. (a) On entering into
a reciprocal or interinsurance contract, the subscribers, through
the attorney in fact, shall file with the departnment a
declaration verified by the oath of the attorney in fact.
(b) The declaration nust include:
(1) the nanme of the proposed exchange;
(2) the kinds of insurance to be provided under the
reci procal or interinsurance contract;
(3) a copy of the formof the power of attorney or
ot her authorization of the attorney in fact under which the
insurance is to be provided;
(4) the location of each office fromwhich the
reci procal or interinsurance contracts are to be issued; and
(5) any other information prescribed by the
departnent, including an affidavit conparable to the affidavit
prescri bed by Section 822.057(a)(3). (V.T.1.C. Art. 19.03

(part).)

Source Law

Art. 19.03. Such subscribers, so
contracting anong thensel ves, shall, through
their attorney in fact file with the Board of
| nsurance Comm ssioners a declaration
verified by the oath of such attorney in fact
setting forth:

1. The nanme or title of the office
at whi ch subscribers propose to exchange such
indemmity contracts. . . . ;

2. The kind or kinds of insurance
to be effected or exchanged . . . ;

3. A copy of the formof power of
attorney or other authority of such attorney
in fact under which such insurance is to be
effected or exchanged . . . ;

4. The location of the office or



of fices fromwhich such contracts or
agreenents are to be issued;

5. Such other information as may
be prescribed by the Board, including the
affidavit or affidavits provided by Article
2. 05.

Revisor's Note

(1) V.T.I.C Article 19.03 refers to
the "nanme or title of the office.”" The
revised law omts "title" because, in
context, "title" is included within the
meani ng of "nane."

(2) V.T.I.C Article 19.03 refers to
the kind or kinds of insurance to be
exchanged, "provided that same shall not
include life insurance.” The revised | aw
omts the quoted | anguage as unnecessary.
Under V.T.1.C Article 19.01, revised in
rel evant part as Section 942.002, an exchange
is prohibited fromengaging in the business
of life insurance, and it is unnecessary to
repeat that prohibition in this section.

(3) V.T.I.C. Article 19.03 requires the
subscri ber declaration to include "the
affidavit or affidavits provided by Article
2.05." V.T.I.C. Article 2.05, revised as
Section 822.057, requires the persons
i ncorporating an insurance conpany to certify
that the articles of incorporation are
accurate and that the capital and surplus of
t he conpany belong to the conpany. The
revised law refers to an "affidavit
conparable to the affidavit prescribed by"
Article 2.05 because an exchange may operate
wi t hout i ncorporating.

Revi sed Law
Sec. 942.054. NAME OF EXCHANGE. (a) The name of an

exchange nmust contain the term"reciprocal,” "inter-insurance
exchange," "underwiters," "association," "exchange,"
"underwiting,"” "inter-insurers," or "inter-insurors."

(b) The nanme selected for an exchange may not be so simlar
to the nanme of a simlar organization or an insurer that, in the
opi nion of the department, the nane is calculated to confuse or
deceive. (V.T.1.C Art. 19.03 (part).)



Source Law

Art. 19.03.

1. . . . Said nane or title shal
contain the word "reciprocal,™
"inter-insurance exchange,” "underwiters,"
"associ ation," "exchange," "underwiting,"
"inter-insurers,” or "inter-insurors," and
shall not be so simlar to any other nane or
title previously adopted by a simlar
organi zation, or by any insurance corporation
or association, as in the opinion of said
Board of Insurance Conmm ssioners is
cal cul ated to confuse or deceive.

Revi sor's Note
Section 1, V.T.1.C. Article 19.03,
refers to the "nanme or title" of an exchange.
The revised law omts "title" for the reason
stated in Revisor's Note (1) to Section
942. 053.
Revi sed Law
Sec. 942.055. OFFICE LOCATIONS. The attorney in fact shal
mai ntain the offices of the exchange at the places designated by
t he subscribers in the power of attorney or other authorization.
(V.T.1.C. Art. 19.02 (part).)
Source Law

Art. 19.02. . . . The office or offices
of such attorney may be mai ntai ned at such
pl ace or places as may be designated by the
subscribers in the power of attorney.

Revi sor's Note
V.T.1.C. Article 19.02 refers to "pl aces
as may be designated by the subscribers in
t he power of attorney.” The revised | aw
substitutes "power of attorney or other
aut hori zation" for "power of attorney" for
consistency with the law revised in Section
942. 051.
[ Sections 942. 056-942. 100 reserved for expansi on]
SUBCHAPTER C. AUTHORI TY TO ENGAGE | N BUSI NESS
Revi sed Law
Sec. 942.101. CERTIFI CATE OF AUTHORI TY REQUI RED;, EFFECT ON
FOREI GN CORPCRATIONS. (a) An attorney in fact nust hold a
certificate of authority issued by the departnent under Sections




801. 001, 801.002, 801.051-801.055, 801.057, 801.101, and 801.102.
A certificate of authority obtained in accordance with this
section authorizes the attorney in fact nanmed in the certificate
to exercise all powers and performall duties of an attorney in
fact.

(b) A corporation required to obtain a certificate of
authority fromthe departnent under this section is not
considered to be engaging in business in this state within the
meani ng of any |law applying to foreign corporations. (V.T.1.C,
Art. 19.10 (part).)

Source Law

Art. 19.10. Such attorney-in-fact
shal |l procure fromthe State Board of

| nsurance of Texas a Certificate of Authority
as provided in Article 1.14, and .

A Certificate of Authority issued as
provided in this Article, shall fully
aut hori ze the named person, firmor
corporation to exercise all of the powers and
performall of the duties of such
attorney-in-fact; provided, that any
corporation acting as the attorney-in-fact
for a reciprocal or inter-insurance exchange
which is required to procure a Certificate of
Authority fromthe State Board of |nsurance
of Texas shall not be deened to be doing
business in this state within the neani ng of
any |laws applying to foreign corporations.

Revi sor's Note

V.T.1.C. Article 19.10 refers to
requirenents for "renewal Certificates of
Aut hority." That reference was added by
Section 2, Chapter 172, Acts of the 56th
Legi sl ature, Regul ar Session, 1959. However,
during the sane session, in Chapter 194, Acts
of the 56th Legislature, Regular Session,
1959, the legislature also anended V. T.1.C.
Article 1.14 and elim nated the requirenent
that certificates of authority be
periodically renewed. Chapter 194 further
provided that "all laws and parts of laws in
conflict herewith [that chapter] are hereby
expressly repealed . . . to the extent that
they require periodic renewal of certificates
of authority.” Under basic rules of
statutory construction, codified in Sections




311. 025 and 312. 014, Governnent Code, if it
is inmpossible to read two acts of the sane
| egi sl ative session together so that effect
may be given to both, the latest enactnent is
read as an inplied repeal of the earlier act
to the extent of the conflict. The |ast
| egi sl ative action on Chapter 172 occurred on
April 29, 1959. The last |egislative action
on Chapter 194 occurred on May 7, 1959.
Under Sections 311.025 and 312. 014,
Gover nment Code, the provision adopted under
Chapter 194 that elimnates periodic renewal
of certificates of authority inpliedly
repeal ed the provision regardi ng renewal
requi renents adopted under Chapter 172. The
revised |law accordingly omts the Chapter 172
provision. The omtted | aw reads:

Art. 19.10. . . . the provisions of
Article 2.20 shall be applicable as well as
to renewal Certificates of Authority.

[ Sections 942. 102-942. 150 reserved for expansi on]

SUBCHAPTER D. OPERATI ON, POVNERS, AND DUTI ES OF EXCHANGE
Revi sed Law

Sec. 942.151. SUBSCRI BER LI ABI LI TY FOR CERTAI N CONTI NGENT
PREM UMS. (a) Except as provided by Section 942.152 and
Subsection (b), if a certificate of authority is issued as
provi ded by Subchapter C, the power of attorney or other
aut hori zati on executed by the subscribers nmust provide that, in
addition to the prem umor prem um deposit specified in the
reci procal or interinsurance contract, the subscribers are liable
for a contingent prem um equal to one additional annual prem um
or prem um deposit.

(b) If the subscribers and their attorney in fact are
authorized to issue reciprocal or interinsurance contracts for
cash premuns only, the power of attorney or other authorization
may waive all contingent premuns. (V.T.1.C Art. 19.03 (part).)

Source Law

Art. 19.03.
3. . . . If a Certificate of

Aut hority is issued as provided by Article
19.10 and Article 2.20, the power of attorney
or other authority executed by the
subscribers at any such exchange shal
provi de that such subscribers at such
exchange shall be liable, in addition to the



prem um or prenm um deposit specified in the
policy contract, to a contingent liability
equal in anpbunt to one (1) additional annual
prem um or prem umdeposit. . . . Wien any
such subscribers and their attorney in fact
shall be authorized to issue policies for
cash premuns only, in pursuance of the
authority of this Article, it may waive al
contingent prem uns.

Revi sor's Note
(1) V.T.I.C Article 19.03 refers to a
certificate of authority "issued as provided
by Article 19.10 and Article 2.20." Article
19.10, revised in part as Section 942.101,
provides the certificate of authority
requi renents for an exchange. Article 2.20,
as enacted by Section 11, Chapter 117, Acts
of the 54th Legislature, Regular Session,
1955, contained renewal requirenments for
certificates of authority. The reference to
Article 2.20 is omtted fromthe revised | aw
because that article, which has been anended
to relate to the increase of certain capital
and surplus requirenents, no | onger contains
certificate of authority requirenents.
(2) The part of V.T.1.C. Article 19.03
revised in this section refers to "a
contingent liability" equal to an additional
annual prem um or prem um deposit paynent.
The | ast sentence of that part of the article
refers to "contingent premuns.” The revised
| aw substitutes "contingent prem uni for the
reference to "contingent liability" for
consi st ency.
Revi sed Law
Sec. 942.152. SUBSCRIBER LI M TED LI ABI LI TY BASED ON CERTAI N
M NI MUM CAPI TAL AND SURPLUS. [f the unencunbered surplus of an
exchange is at |least equal to the m ninum capital stock and
m ni mum surplus required of a stock insurance conpany engaged in
t he sane ki nds of business, the subscribers of the exchange may
provi de by agreenent that the prem um or prem um deposit
specified in the reciprocal or interinsurance contract
constitutes the entire liability of the subscribers through the
exchange. (V. T.1.C Art. 19.03 (part).)




942. 153.

Source Law

Art. 19.03.

3. . . . Such subscribers at such
exchange may provide by agreenent that the
prem um or prenm um deposit specified in the
policy contract on all forms of insurance
except life shall constitute their entire
l[iability through the exchange if the free
surplus of such exchange is equal to the
m ni mum capi tal stock and m ni mnum sur pl us
requi red of a stock conpany transacting the
same kinds of business. . . . Such |ast
nmenti oned provision may be elimnated if the
free surplus of such exchange is equal to the
m ni mum capi tal stock and m ni mum sur pl us
requi red of a stock conpany transacting the
same kinds of business.

Revi sor's Note

(1) V.T.I.C Article 19.03 refers to
the premumor prem um deposit specified in
the policy contract "on all fornms of
i nsurance except life." The revised | aw
omts the quoted | anguage as unnecessary for
the reason stated in Revisor's Note (2) to
Section 942. 053.

(2) V.T.I.C Article 19.03 refers to
the "free surplus” of an exchange. Throughout
this chapter, the revised | aw substitutes
"unencunbered surplus" for "free surplus”
because, in context, the phrases are
synonynous and the phrase "unencunbered
surplus” is nore consistent with nodern
usage.

Revi sed Law
PRI OR AUTHORI TY NOT AFFECTED. Thi s chapter

does not affect any authority that existed before Septenber 6,
that allowed the subscribers of an exchange and their
attorney in fact to wite non-assessable policies in this state,
subject to any prerequisite inposed by |aw on that authority.
19.03 (part).)

(V.T.1.C. Art.

Source Law

Art. 19.03.

If up to the tine of the effectiveness
of this Act such subscribers and their
attorney in fact were authorized to wite



non- assessabl e policies in Texas under the
provi sions of this Code, such subscribers and
their attorney in fact shall not be denied
such authority by reason of provisions which
are contai ned herein that were not contai ned
in this Insurance Code imediately prior to
the effective date of this Act, so long as
such company is conplying with Article 2.20
of this Code as added by this Act;

Revi sor's Note

Section 3, V.T.I.C. Article 19.03,
provides in relevant part that subscribers
who were authorized to wite non-assessabl e
policies "up to the tinme of effectiveness of
this Act" are not denied that authority "by
reason of provisions which are contai ned
herein" that were not part of the Insurance
Code "immediately prior to the effective date
of this Act" if the subscribers are in
conpliance with Article 2.20 "as added by
this Act."

The "Act" to which Section 3 refers is
Chapter 117, Acts of the 54th Legi sl ature,
Regul ar Session, 1955, effective Septenber 6,
1955. The reference to provisions "contained
herein” refers to the requirenents adopted
under Section 3, as added by Chapter 117.
Therefore, the subscribers are authorized to
continue to wite non-assessabl e polici es,
notw t hstandi ng any conflicting requirenents
under Section 3, if the subscribers are in
conpliance with Article 2.20, as added by
Chapter 117.

V.T.1.C. Article 2.20, as added by
Chapter 117, inposed renewal requirenents for
a certificate of authority, based in part on
conpliance with certain mnimum capital and
surplus requirenents. The requirenent that a
certificate of authority be renewed was
repeal ed by Section 2, Chapter 194, Acts of
the 56th Legislature, Regular Session, 1959.
The m ni num capital and surplus requirenents
i nposed under Article 2.20 have been anended
significantly several tines since 1955.

It is unclear whether any insurer that
was witing non-assessable policies in 1955




still exists. To the extent that Section 3,
V.T.1.C. Article 19.03, authorizes the
continued witing of non-assessabl e policies
by those insurers, the revised | aw preserves
that authority.
Revi sed Law
Sec. 942.154. STATEMENTS RELATI NG TO | NDEMNI TY AMOUNTS. (a)
The attorney in fact for an exchange shall file with the
departnment a sworn statenent that shows the maxi num anmount of
indemmity on any single risk.
(b) The attorney in fact for an exchange shall, as required
by the departnment, file with the departnent a sworn statenent
t hat :

(1) the attorney has exam ned the commercial rating of
each subscriber, as established by the reference book of a
commercial agency with at |east 100,000 subscribers; and

(2) based on the exam nation or other information in
the attorney's possession, it appears that no subscriber has
assuned on any single risk an ampbunt greater than 10 percent of
t hat subscriber's net worth. (V.T.1.C. Art. 19.05.)

Source Law

Art. 19.05. Such attorney shall file
with the Board of |nsurance Conm ssioners a
statenment under the oath of such attorney
show ng the maxi mum anount of indemity upon
any single risk, and such attorney shall,
whenever and as often as the sanme shall be
required, file wth such Board a statenent
verified by his oath to the effect that he
has exam ned the commercial rating of such
subscri bers as shown by the reference book of
a commerci al agency having at |east one
hundred t housand (100, 000) subscribers, and
that from such exam nation or from other
information in his possession it appears that
no subscriber has assunmed on any single risk
an anount greater than ten (10% per cent of
the net worth of such subscri ber.

Revi sed Law

Sec. 942.155. FINANCI AL REQUI REMENTS. (a) An exchange
shall maintain at all tinmes an unencunbered surplus over and
above all liabilities that is at |east equal to the m nimum
capital stock and surplus required of a stock insurance conpany
engaged in the sanme kinds of business.

(b) An exchange shall maintain at all tinmes the reserves
required by the laws of this state or by rules adopted by the




conmi ssioner to be maintained by stock insurance conpanies
engaged in the sanme kinds of business.
(c) An exchange shall maintain the required assets as to:

(1) mninmumsurplus requirenents, as provided by
Section 822.204; and

(2) other funds, as provided by Article 2.10.
(V.T.1.C. Art. 19.06 (part).)

Source Law

Art. 19.06. There shall be maintained at
all times a surplus over and above al
liabilities equal to the m ni mum capit al
stock and surplus required of a stock
i nsurance conpany transacting the sane ki nds
of busi ness.

There shall be maintained at all tines
such reserves as are required, or which, by
the laws of this State or by the lawful rules
and regul ations of the Board of Insurance
Comm ssioners, hereafter may be required, to
be mai ntai ned by stock insurance conpanies
transacting the sane kind or kinds of
i nsurance busi ness.

The required assets of such exchanges
shall be maintained as to m ni num sur pl us
requi renents as provided in Article 2.08 of
this Code, and as to other funds, as provided
in Article 2.10 of this Code.

Revi sor's Note
V.T.1.C. Article 19.06 refers to the
"rules and regul ations of the Board of
| nsurance Conm ssioners.” The reference to
"regulations” is omtted fromthe revised | aw
because under Section 311.005, Governnent
Code (Code Construction Act), arule is
defined to include a regulation. That
definition applies to the revised | aw
Revi sed Law
Sec. 942.156. | SSUANCE OF FIDELITY AND SURETY BOND
| NSURANCE; DEPCSI T REQUIRED. (a) If a donestic exchange wites
fidelity or surety bond insurance in this state, the exchange
shal | keep on deposit with the conptroller noney, bonds, or other
securities in an amount of not |ess than $50,000. The depart nent
shal | approve for the deposit securities described by Article
2.10, and the exchange shall maintain the approved securities
intact at all tines.




(b) A foreign exchange that wites fidelity or surety bond
insurance in this state shall file with the departnent evidence
satisfactory to the departnent that the exchange has, for the
protection of its subscribers, at |east $100,000 in noney, bonds,
or other securities as described by Article 2.10 on deposit with
the conptroller or other appropriate official of its state of
domcile or in escrow under that official's supervision and
control in a reliable bank or trust conpany. |f those bonds or
ot her securities are not acceptable to and approved by the
departnent, the departnment nmay deny the attorney in fact for the
exchange a certificate of authority. (V.T.I.C Art. 19.06
(part).)

Source Law

Art. 19.06. . . . If fidelity and
surety bond insurance is exchanged in this
State by any reciprocal exchange, there shal
be kept on deposit with the conptroller,
nmoney, bonds, or other securities in an
amount not | ess than $50,000.00. Such
securities as described in Article 2.10 of
this Code shall be approved by the Board of
| nsurance Comm ssioners, and this anount
shal |l be kept intact at all times. Any
foreign exchange witing fidelity and surety
bonds in this State shall file with the Board
of Insurance Conmm ssioners evidence,
satisfactory to the Board of |nsurance
Comm ssioners, that it has on deposit with
the conptroller or other proper officials of
its home state, or in escrow under his
supervi sion and control in sonme reliable bank
or trust conpany, $100,000.00 or nore, in
noney, bonds or other securities as described
in Article 2.10 of this Code for the
protection of its policyhol ders; provided
further, that if said bonds and securities
herein referred to are not acceptable to and
approved by the Board of Insurance
Comm ssi oners of Texas, said Board shall have
the right and authority to deny the attorney
in fact a Certificate of Authority.

Revi sor's Note

V.T.1.C. Article 19.06 refers to certain
requirenents for "fidelity and surety bond
insurance . . . exchanged in this State by
any reciprocal exchange." The article then




refers to different requirenents for a
"foreign exchange witing fidelity and surety
bonds in this State." To clarify the first
reference, revised as Subsection (a), the
revised law refers to a "donestic" exchange.
In the reference to a forei gn exchange,
revi sed as Subsection (b), the revised | aw
refers to "fidelity or surety bond insurance"
for consistency with the term nology used in
Subsection (a).

Revi sed Law

Sec. 942.157. TRANSACTI ONS BETWEEN CERTAI N | NSURERS AND
AFFI LI ATED EXCHANGES. (a) In this section, "affiliate" has the
meani ng assi gned by Section 823.003.

(b) An insurer subject to Article 5.26 nmay not directly or
indirectly assunme all or a substantial part of any risk covered
by a reciprocal or interinsurance contract witten by an exchange
that is an affiliate of that insurer if the risk is witten at a
rate less than the rate that may be lawfully charged by the
insurer or any affiliate of the insurer that is subject to
Article 5.26. (V.T.1.C. Art. 19.12A)

Source Law

Art. 19.12A. (a) An insurer subject to
Article 5.26 of this code nay not directly or
indirectly assune all or a substantial part
of any risk covered by a policy witten by a
reci procal exchange that is an affiliate of
that insurer if the risk is witten at a rate
| ess than the rate that may be lawful ly
charged by the insurer subject to Article
5.26 of this code or any affiliate of the
insurer that is subject to Article 5.26 of
t hi s code.

(b) For purposes of this article,
"affiliate" has the nmeani ng assigned by
Section 2, Article 21.49-1 of this code.

Revi sed Law

Sec. 942.158. ADVANCES OF MONEY BY ATTORNEY I N FACT. (a)
The attorney in fact for an exchange may advance to the exchange
any anount of noney necessary to conduct the business of the
exchange, including any anount necessary to enabl e the exchange
to comply with a | egal requirenent.

(b) Subject to the approval of the departnent, the advanced
anount and any agreed interest on that anount, not exceeding 10
percent a year:

(1) is payable only fromthe surplus of the exchange




remaining after providing for all reserves, other liabilities,
and required surplus; and

(2) may not otherwise be a liability or claimagainst
t he exchange or any of the exchange's assets.

(c) A conm ssion, pronotion expense, or other bonus nmay not
be paid in connection wth the advance of noney to the exchange.
(d) The amount of each advance nmust be reported in the

exchange' s annual report.
(e) The departnment may not arbitrarily refuse approval
under Subsection (b). (V.T.1.C Art. 19.07.)
Source Law

Art. 19.07. Any attorney in fact of such
exchange may advance to such exchange any sum
or sunms of noney necessary for the purpose of
its business or to enable it to conply with
any requirenent of |law, and such noneys and
interest thereon as nmay have been agreed
upon, not exceeding ten (10% per cent per
annum shall be payable, subject to the
approval of the Board of Insurance
Comm ssi oners (which approval shall not be
arbitrarily refused), only out of the surplus
remai ning, after providing for all reserves,
other liabilities and required surplus, and
shall not otherwise be a liability or claim
agai nst the exchange or any of its assets.

No comm ssion or pronotion expenses, or other
bonus, shall be paid in connection with the
advance of any such noney to the exchange,
and the amount of all such advances shall be
reported in each annual statenent.

Revi sed Law

Sec. 942.159. VI OLATI ON BY ATTORNEY | N FACT OF REQUI REMENTS
REGARDI NG | NDEMNI TY CONTRACTS; CRI M NAL PENALTY. (a) An attorney
in fact commts an offense if the attorney in fact:

(1) exchanges a reciprocal or interinsurance contract
wi thout first conplying with the | aw governing the contract; or

(2) directly or indirectly solicits or negotiates an
application for the contract without first conplying with the | aw
governing the contract.

(b) Subsection (a) does not apply to an action taken by an
attorney in fact for the purpose of applying for a certificate of
authority fromthe comm ssioner as provided by this chapter.

(c) An offense under this section is punishable by a fine
of not |less than $100 or nore than $1,000. (V.T.I.C
Art. 19.10-1 (part).)




Source Law

Art. 19.10-1. Any attorney in fact [duly
appoi nted as such by the subscribers to
execute contracts to exchange reciprocal or
inter-insurance contracts according to the
| aw governi ng such contracts,] who shall
except for the purpose of applying for
certificate of authority fromthe
Comm ssi oner of Insurance as provided for by
such I aw, exchange any contract of indemity
of the kind and character specified in such
law, or shall directly or indirectly solicit
or negotiate any application for sanme w thout
first conplying with the | aw governing such
contracts, shall be fined not |ess than one
hundred nor nore than one thousand doll ars.

Revi sor's Note
V.T.1.C. Article 19.10-1 provides that
an attorney in fact who engages in certain
prohi bited conduct "shall be fined not |ess
t han one hundred nor nore than one thousand
dollars.” The revised | aw provides that an
attorney in fact who engages in the
prohi bited conduct "commits an offense” to be
consistent with the term nology used in the
Penal Code.
[ Sections 942. 160-942. 200 reserved for expansi on]
SUBCHAPTER E. REGULATI ON OF EXCHANGES
Revi sed Law
Sec. 942.201. ANNUAL REPORT. (a) Not later than March 1 of

each year, the attorney in fact for an exchange shall submt to

t he departnent a report covering the previous year ending

Decenber 31.

(b) The report nust:
(1) denonstrate that the financial condition of
affairs at the exchange is in accordance with the financi al
requi rements of this chapter under Section 942.155; and
(2) provide any additional information and reports as
required to show
(A) the total anobunt of prem uns or deposits

col | ect ed;
(B) the total anount of |osses paid;
(C the total anounts returned to subscribers;
and
(D) the anmounts retained for expenses.
(c) The attorney in fact is not required to provide in the



report the name and address of any subscriber. (V.T.1.C
Art. 19.08 (part).)
Source Law

Art. 19.08. Such attorney shall make an
annual report to the Board of Insurance
Conmi ssioners for each cal endar year, which
report shall be nmade on or before March 1st,
for the previous cal endar year ending
Decenber 31, showi ng the financial condition
of affairs at the office where such contracts
are issued is in accordance with the standard
of solvency provided for herein, and shal
furni sh such additional information and
reports as may be required to show the total
prem uns or deposits collected, the total
| osses paid, the total anmounts returned to
subscribers, and the anounts retained for
expenses. Such attorney shall not be
required to furnish the name and address of
any subscri ber.

Revi sed Law
Sec. 942.202. EXAM NATI ON BY DEPARTMENT. The busi ness
affairs and assets of an exchange, as shown at the office of the
attorney in fact, are subject to exam nation by the departnent.
(V.T.1.C. Art. 19.08 (part).)
Source Law

Art. 19.08. . . . The business affairs
and assets of said reciprocal or
i nterinsurance exchanges, as shown at the
office of the attorney thereof, shall be
subj ect to exam nation by such Board.

Revi sed Law
Sec. 942.203. FEES; TAXES; FILING FEE. (a) To the extent
applicable, the schedul e of fees established under Article 4.07
applies to an exchange and the exchange's attorney in fact.
(b) An exchange is subject to Articles 4.04, 4.10, 4.11
5.12, 5.24, 5.49, and 5. 68.
(c) The conptroller shall collect the taxes and the filing
fee for the annual report. (V.T.I.C Art. 19.11.)
Source Law

Art. 19.11. The schedul e of fees set out
in Article 4.07 of this Code, so far as
pertinent, shall apply to reciprocal



Sec.
Sec.
Sec.

Sec.

Sec.

Sec.

Sec.
Sec.

Sec.
Sec.
Sec.

exchanges and their attorneys in fact. Said
exchanges shall be subject to the provisions
of Articles 4.02, 4.04, 4.10, 4.11, 5.12,
5.24, 5.49, and 5.68 of this Code. The
conptroller shall collect the taxes and the
annual statenment filing fee.

Revi sor's Note
V.T.1.C. Article 19.11 provides that an
exchange is subject to certain articles of
t he I nsurance Code, including Article 4.02.
V.T.1.C. Article 4.02 provides only that
"[e] ach such insurance organi zation," nmeaning
an insurance conpany organi zed under the | aws
of this state, "shall be subject to the
provisions of Articles 4.13, 4.14, and 4.15
of this code.” The revised |law omts the
reference to Article 4.02 because Articles
4.13, 4.14, and 4.15 were repeal ed by Chapter
685, Acts of the 73rd Legislature, Regul ar
Session, 1993, and the reference to Article
4.02 thus has no substantive neaning.
[ Chapters 943-960 reserved for expansion]
SUBTI TLE H.  OTHER ENTI Tl ES
CHAPTER 961. NONPROFI T LEGAL SERVI CES CORPORATI ONS
SUBCHAPTER A. CGENERAL PROVI SI ONS
961.001. DEFINITIONS 1244
961. 002. APPLICABILITY OF OTHER LAWS 1246
961. 003. CORPORATI ON SUBJECT TO DEPARTMENT
REGULATI ON 1249
961. 004. CORPCORATI ON NOT ENGAGED | N BUSI NESS OF
| NSURANCE 1249
[ Sections 961. 005-961. 050 reserved for expansi on]
SUBCHAPTER B. FORMATI ON AND STRUCTURE OF NONPROFI T
LEGAL SERVI CES CORPORATI ONS
961. 051. APPLI CATI ON FOR CORPCRATE CHARTER; NONPROFI T
STATUS REQUI RED 1250
961. 052. M NI MUM PARTI Cl PATI ON REQUI REMENTS 1250
[ Sections 961. 053-961. 100 reserved for expansi on]
SUBCHAPTER C. AUTHORI TY TO ENGAGE | N BUSI NESS
961. 101. | SSUANCE OF CERTI FI CATE OF AUTHORI TY 1252
961. 102. REVOCATI ON OF CERTI FI CATE OF AUTHORI TY 1252
[ Sections 961. 103-961. 150 reserved for expansi on]
SUBCHAPTER D. BOARD OF DI RECTORS; PERSONNEL
961. 151. COVPENSATI ON OF DI RECTORS 1253
961. 152. FI NANCI AL OFFI CER, BOND 1253
961. 153. BOND REQUI REMENTS FOR CERTAI N PERSONS 1255
[ Sections 961. 154-961. 200 reserved for expansi on]




SUBCHAPTER E. REGULATI ON OF NONPROFI T
LEGAL SERVI CES CORPORATI ONS
Sec. 961.201. PLAN OF OPERATI ON; EXPENSE FUND BALANCE 1256
Sec. 961.202. ANNUAL STATEMENT 1258
Sec. 961.203. CLAIM FUND; EXPENSE FUND 1258
Sec. 961.204. DEPCSI T REQUI REMENTS 1260
Sec. 961.205. SOLVENCY OF FUNDS 1260
Sec. 961.206. ADVANCE TO CORPCORATI ON 1260
Sec. 961.207. PARTI Cl PATI ON AGREEMENTS 1261
Sec. 961.208. EXCLUSI VE AGENCY CONTRACT OR MANAGEMENT
CONTRACT 1262
Sec. 961.209. REMEDI ES FOR CORPORATI ON I N HAZARDOUS FI NANCI AL
CONDI TION 1264
Sec. 961.210. RULES RELATI NG TO HAZARDQOUS FI NANCI AL
CONDI TION 1265
Sec. 961.211. BOOKS AND RECORDS 1266
Sec. 961.212. FEES 1266
[ Sections 961.213-961. 250 reserved for expansi on]
SUBCHAPTER F. BENEFI TS PROVI DED BY NONPROFI T LEGAL
SERVI CES CORPCORATI ONS
Sec. 961.251. APPLI CANTS; BENEFI T CERTI FI CATE 1267
Sec. 961.252. APPROVAL OF FORMS 1268
Sec. 961.253. TYPES OF LEGAL SERVI CES CONTRACTS 1268
Sec. 961.254. | NDEMNITY CONTRACTS 1268
Sec. 961.255. LIMTATIONS ON BENEFI TS 1269
Sec. 961.256. CLAIMS 1269
[ Sections 961.257-961. 300 reserved for expansion]
SUBCHAPTER G CONTRACTS W TH ATTORNEYS
Sec. 961.301. CONTRACTS WTH ATTORNEYS 1270
Sec. 961.302. AGREEMENT OF CONTRACTI NG ATTORNEYS 1271
Sec. 961.303. LIMTATI ONS ON CORPORATI ON'S RELATI ONSHI P W TH
ATTORNEYS AND PARTI Cl PANTS 1271
Sec. 961.304. CONTRACT W TH ANY ATTORNEY REQUI RED 1272
Sec. 961.305. ATTORNEY | NSURANCE REQUI RED 1273
Sec. 961.306. PAYMENT ONLY FOR SERVI CES PROVI DED 1273
Sec. 961.307. COVPLAI NT REGARDI NG ATTORNEY 1273
[ Sections 961. 308-961. 350 reserved for expansion]
SUBCHAPTER H.  AGENTS
Sec. 961.351. DEFINITION 1274
Sec. 961.352. RULES TO LI CENSE AND REGULATE AGENTS 1274
Sec. 961.353. LICENSE AND EXAM NATI ON FEES 1275
Sec. 961.354. EXPIRATION 1275
Sec. 961.355. RENEWAL; FEE 1275
Sec. 961.356. SUSPENSION 1277
Sec. 961.357. MJILTI PLE REPRESENTATI ON; APPLI CATI ON,
FEES 1277
Sec. 961.358. DI SPOSITION OF FEES 1278
[ Sections 961. 359-961. 400 reserved for expansion]



SUBCHAPTER |. DI SSOLUTI ON AND LI QUI DATI ON OF CORPORATI ON
Sec. 961.401. SUPERVI SI ON BY DEPARTMENT 1279
Sec. 961.402. VOLUNTARY DI SSOLUTION 1279
Sec. 961.403. | NVOLUNTARY DI SSOLUTI ON 1280
Sec. 961.404. PRIORITY OF CLAIMS 1281
CHAPTER 961. NONPROFI T LEGAL SERVI CES CORPORATI ONS
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 961.001. DEFINITIONS. In this chapter:

(1) "Applicant™ nmeans a person applying for a contract
for legal services to be performed through a nonprofit |egal
servi ces corporation.

(2) "Benefit certificate" neans a docunent issued to a
participant that states the benefits and other required matters
under a group contract for |egal services or an individual
contract for |egal services issued to a participant.

(3) "Contracting attorney"” nmeans an attorney who has
entered into a contract under Section 961. 301.

(4) "Nonprofit |legal services corporation” neans a
corporation created for the sole purpose of establishing,
mai nt ai ni ng, and operating a nonprofit |egal services plan under
whi ch the corporation contracts for and obtains | egal services
for participants through contracting attorneys in consideration
of each participant's paynent of a definite anount to fund the
paynent of the contracting attorneys' fees.

(5) "Participant” neans a person entitled to
performance of |egal services under contract with a nonprofit
| egal services corporation. (V.T.1.C. Art. 23.01, Secs. (a)
(part), (b)(2), (3), (4), (5); Art. 23.10 (part).)

Source Law

Art. 23.01. (a) . . . a corporation
may be incorporated for the sol e purpose of
est abl i shing, maintaining, and operating
non-profit | egal service plans, whereby | egal
services may be provided by such corporation
t hrough contracting attorneys as is
herei nafter provi ded.

(b) As used in this chapter, the
foll owi ng words, unless the context of their
use clearly indicates otherw se, shall have
t he foll ow ng nmeani ngs:

(2) "Applicant” nmeans a person
applying for a legal services contract for
performance of |egal services through a
corporation qualified under this chapter

(3) "Benefit certificate" neans a



witing setting forth the benefits and ot her
required matters issued to a partici pant
under a group contract for |egal services and
al so an individual contract for |egal
services issued to a participant.

(4) "Contracting attorney" neans
an attorney who has entered into the contract
provided by Article 23.11 of this code.

(5) "Participant” means the person
entitled to performance of |egal services
under contract with a corporation qualified
under this chapter

Art. 23.10. [The corporations conplying
with the requirenents of this chapter shal
be governed and conducted as non-profit
organi zations] for the purpose of contracting
for and obtaining | egal services for their
partici pants through contracting attorneys,
in consideration of the paynent by the
participants of a definite sumto fund the
paynent of attorneys fees for the |egal
services to be furnished by the contracting
attor neys.

Revisor's Note

(1) Section (b), V.T.1.C. Article
23.01, provides that the defined terns have
t he neani ngs provi ded "unl ess the context of
their use clearly indicates otherwi se.” The
revised law omts the quoted | anguage as
unnecessary because the defined terns are
used consistently in this revision.

(2) Section (b)(6), V.T.1.C. Article
23.01, defines "State Board of Insurance" and
i ncl udes a substantive provision allow ng
that board to delegate its duties to the
"proper insurance regulatory official." The
revised law omts the definition because
Chapter 685, Acts of the 73rd Legislature,
Regul ar Session, 1993, abolished that board
and transferred its functions to the
conmi ssi oner of insurance and the Texas
Departnment of Insurance. Chapter 31 defines
"conmi ssioner” and "departnent” for purposes
of this code and the other insurance |aws of
this state to mean the conm ssi oner of
i nsurance and the Texas Departnent of




| nsurance, respectively. Throughout this
chapter, references to the State Board of
| nsurance have been changed appropriately.
The revised law omts the provision relating
to del egation of duties to the "proper
i nsurance regulatory official" because the
duties to which the provision applies are now
assigned to the comm ssioner of insurance,
who is the only insurance regulatory official
in the state. The omtted | aw reads:

(6) "State Board of I|nsurance"
means all of the insurance regulatory
of ficials whose duties and functions are
desi gnated by the Insurance Code of Texas as
such now exists or may be anmended in the
future. Any duty stated by this chapter to
be perforned by or to be placed on the State
Board of Insurance is placed upon and is to
be perforned by the insurance regul atory
official or group of officials on whom
simlar duties are placed or to be perforned
for insurers or the business of insurance by
t he I nsurance Code. The mul ti menber
i nsurance regul atory body desi gnated by the
| nsurance Code as the uniforminsurance
rul e-making authority is authorized to enact
rul es designating the proper insurance
regul atory official to performany duty
pl aced by this chapter on the insurance
regul atory officials where such duty is not
simlar to duties otherw se perforned by a
specific official or group of such officials.

(3) The definition of "nonprofit |egal
services corporation” is derived from
V.T.1.C. Articles 23.01(a) and 23.10 and is
added to the revised law for drafting
conveni ence and to elimnate frequent,
unnecessary repetition of the substance of
the definition.
Revi sed Law
Sec. 961.002. APPLICABILITY OF OTHER LAWS. (a) The Texas
M scel | aneous Corporation Laws Act (Article 1302-1.01 et seq.,
Vernon's Texas Civil Statutes) and the Texas Non-Profit
Corporation Act (Article 1396-1.01 et seq., Vernon's Texas Cvil
Statutes) apply to a nonprofit | egal services corporation to the
extent not in conflict with this chapter.
(b) The followi ng provisions of this code apply to a




nonprofit |egal services corporation in the sane manner that they
apply to an insurer or a person engaged in the business of
i nsurance, to the extent the provisions do not conflict with this
chapter:

(1) Articles 1.01, 1.09-1, 1.11, 1.12, 1.13, 1.15,
1.15A, 1.16, 1.17, 1.18, 1.19, 1.20, 1.21, 1.22, 21.21, 21.21-2,
21.28, 21.28-A 21.47, and 21.49-8;

(2) Sections 2, 6, and 17, Article 1.10;

(3) Sections 31.002, 31.004, 31.007, 31.021, 31.022,
31.023, 31.025, 31.026, 31.027, 32.001, 32.002, 32.003, 32.021,
32.022(a), 32.023, 32.041, 33.002, 33.006, 38.001, 81.004,
801. 001, 801.002, 801.051-801.055, 801.057, 801.101, 801.102,
802. 003, 841.251, and 841. 252,

(4) Subchapter B, Chapter 31;

(5) Subchapter D, Chapter 36;

(6) Subchapter A, Chapter 805; and

(7) Chapter 824. (V.T.1.C. Art. 23.26.)

Source Law

Art. 23.26. (a) Corporations conplying
with this chapter shall be subject to and are
required to conply with the provisions of the
Texas M scel | aneous Corporation Laws Act and
the Texas Non-Profit Corporation Act as those
| aws now exi st or may be anmended in the
future to the extent the provisions of this
chapter are not in conflict therewth.

(b) The follow ng provisions of the
| nsurance Code as they now exist or shal
hereafter be anended shall, where not in
conflict with this chapter, apply to
corporations conplying with the provisions of
this chapter to the sane extent as they apply
to insurers and to those doing the business
of insurance: Articles 1.01, 1.02, 1.04,
1.09, 1.09-1, 1.11, 1.12, 1.13, 1.14, 1.15,
1.15A, 1.16, 1.17, 1.18, 1.19, 1.20, 1.21,
1.22, 1.23, 1.24, 1.25, 1.29, 3.12, 3.13,
21.21, 21.21-2, 21.25, 21.28, 21.28-A 21.47
21.49-8 and Sections 1, 2, 6, 8, 9, 10, 11,
12, 13, 14, and 17 of Article 1.10 of this
code.

Revi sor's Note

(1) V.T.I.C Article 23.26 refers to
certain corporation |l aws "as those | aws now
exi st or may be anended in the future"” and to
certain provisions of the Insurance Code "as




Each

Sec. 961. 003.

nonprofit | egal

t hey now exist or shall hereafter be
anmended."” The revised law onmits the quoted

| anguage because under Section 311.027,

Gover nment Code (Code Construction Act),
applicable to the revised law, a reference to
a statute applies to all reenactnents,
revisions, or anmendnments of the statute.

(2) V.T.I.C Article 23.26 and numerous
ot her provisions of the law revised by this
chapter refer to "corporations conplying with
the provisions of this chapter.” Throughout
this chapter, the revised | aw substitutes
"nonprofit |egal services corporation” for
t he quoted | anguage. Fromthe context of the
repeated use of the quoted | anguage, it is
clear that the phrase was neant nerely to
refer to a corporation created under and
subject to the law revised by this chapter
rather than to repeatedly establish a
requi renent that such a corporation conply
with that law. Mreover, it is inplicit in
the nature of any statute that an entity
subject to the statute nust conply with the
statute, and an express statenent to that
effect is unnecessary.

(3) V.T.I.C Article 23.26 provides
that Article 1.23, Insurance Code, applies to
nonprofit |egal services corporations. The
revised law omts the reference to Article
1. 23 because that article was repeal ed by
Section 5, Chapter 101, Acts of the 76th
Legi sl ature, Regul ar Session, 1999, and was
omtted fromTitle 2 of this code as
unnecessary, as stated in the revisor's note
to the end of Subchapter A, Chapter 32.

Revi sed Law
CORPORATI ON SUBJECT TO DEPARTMENT REGULATI ON
services corporation is subject to this

chapter and to direct supervision by the departnent. (V.T.1.C

Arts.

23.02 (part),

23.09 (part).)
Source Law

Art. 23.02. Al corporations organi zed
under the provisions of this chapter shall be
under the direct supervision of the State
Board of Insurance, and .

Art. 23.09. . . . Such corporation



shall be governed by this chapter and .

Revi sed Law
Sec. 961.004. CORPORATI ON NOT ENGAGED | N BUSI NESS OF
| NSURANCE. A nonprofit |egal services corporation that conplies
with this chapter is not engaged in the business of insurance
and, except as provided by Section 961.002(b), is not subject to
laws relating to insurers. (V.T.1.C. Art. 23.09 (part).)
Source Law

Art. 23.09. . . . Such
corporation . . . shall not be construed as
bei ng engaged in the business of insurance
nor subject to |l aws respecting insurers so
long as it conplies with the provisions of
this chapter

Revi sor's Note

(1) V.T.1.C Article 23.09 provides
that a nonprofit |egal services corporation
"shall not be . . . subject to | aws
respecting insurers." Section (b), V.T.1.C
Article 23.26, revised as Section 961.002(b),
lists a nunber of provisions of the Insurance
Code that apply to a nonprofit |egal services
corporation. Accordingly, the revised | aw
includes a reference to Section 961.002(b).

(2) V.T.I.C Article 23.09 provides
that the article does not declare the
i ssuance of contracts for prepaid |egal
services by entities other than nonprofit
| egal services corporations not to be the
busi ness of insurance. The revised |law omts
t hat provision as self-evident and
unnecessary. Nothing in the |aw revised by
this chapter or in this revision makes such a
decl aration. The omtted | aw reads:

Art. 23.09. . . . The provisions of
this article shall not be deened to declare
t he i ssuance of contracts for prepaid |egal
servi ces when done by those entities other
than corporations conplying with this chapter
not to be the business of insurance.

[ Sections 961. 005-961. 050 reserved for expansi on]



SUBCHAPTER B. FORMATI ON AND STRUCTURE OF NONPROFIT
LEGAL SERVI CES CORPORATI ONS
Revi sed Law
Sec. 961.051. APPLI CATI ON FOR CORPCRATE CHARTER, NONPROFI T
STATUS REQUI RED. (a) Seven or nore persons may apply to the
secretary of state for a corporate charter under the Texas
Non-Profit Corporation Act (Article 1396-1.01 et seq., Vernon's
Texas Civil Statutes) for a nonprofit |egal services corporation.
(b) A nonprofit |legal services corporation nust be governed
and operated as a nonprofit organization. (V.T.1.C. Art. 23.01
Sec. (a) (part); Art. 23.10 (part).)
Source Law

Art. 23.01. (a) On application of any
seven or nore persons to the secretary of
state for a corporate charter under the Texas
Non- Profit Corporation Act a corporation may
be incorporated [for the sol e purpose of
establ i shing, maintaining, and operating
non-profit | egal service plans, whereby | egal
services may be provided by such corporation
t hrough contracting attorneys as is
herei nafter provided].

Art. 23.10. The corporations conplying
with the requirenents of this chapter shal
be governed and conducted as non-profit
or gani zati ons .

Revi sed Law

Sec. 961.052. M N MUM PARTI Cl PATI ON REQUI REMENTS. (a)

After incorporation and before engagi ng i n business other than
seeki ng applicants and obtai ning contracting attorneys, a
nonprofit | egal services corporation nust collect in advance an
application fee and at | east one nonth's paynment for services
fromthe | esser of:

(1) 200 applicants; or

(2) the nunber of applicants that the departnent
determ nes is necessary for a workable | egal services plan.

(b) The nonprofit |legal services corporation shall keep the
noney col | ected under Subsection (a) in a trust account in a bank
inthis state until the corporation is issued a certificate of
authority under this chapter. The corporation shall refund the
nmoney in full if the corporation is not issued a certificate of
aut hority.

(c) As a condition of continued operation, a nonprofit
| egal services corporation nust maintain at |east the | esser of:




(1) 200 participants; or
(2) the necessary nunber of applicants determ ned by
t he departnent under Subsection (a)(2). (V.T.1.C Art. 23.02
(part).)
Source Law

Art. 23.02. [All corporations organi zed
under the provisions of this chapter]
shal | be subject to the follow ng
requirenments:

(1) After incorporation, but as a
condition of doing business other than
seeki ng applicants and obtai ning contracting
attorneys, they shall have collected in
advance from at |east 200 applicants (unless
a |l esser nunber of applicants is found by the
State Board of Insurance to be a | arge enough
nunber of applicants to constitute a workable
prepai d | egal service plan) the application
fee and at | east one nonth's paynment for
services. Such funds shall, at all tinmes
prior to issuance by the State Board of
| nsurance of its certificate of authority as
bel ow provi ded, be maintained in a trust
account in a bank in Texas and shall be
refunded in full should such certificate of
authority not be issued. It shal
thereinafter be a condition of continued
operation that a m ni mum nunber of 200
participants or | esser nunber previously
approved by the State Board of |nsurance be
mai nt ai ned.

Revi sor's Note
V.T.1.C. Chapter 23, in connection with
servi ces and plans governed by that chapter,
refers interchangeably to "prepaid | ega
services" and "legal services." The context
in which the terns are used nmakes it clear
that all references to | egal services nean
prepai d | egal services. For consistency,
t hroughout this chapter the revised |aw omts
"prepaid" fromreferences to | egal services.
[ Sections 961. 053-961. 100 reserved for expansi on]
SUBCHAPTER C. AUTHORI TY TO ENGAGE | N BUSI NESS
Revi sed Law
Sec. 961.101. | SSUANCE OF CERTI FI CATE OF AUTHORITY. (a)
The departnent shall issue a certificate of authority to a




nonprofit |egal services corporation to engage in business if the
cor porati on:

(1) files a statenent acceptable to the departnent
showi ng that the corporation is solvent; and

(2) conplies with this chapter

(b) A certificate of authority is valid until revoked for
nonconpl i ance with law, by operation of |law, or as provided by
this chapter. (V.T.1.C. Art. 23.02 (part).)
Source Law

Art. 23.02. [All corporations organi zed
under the provisions of this chapter]
shal | be subject to the follow ng
requi rements:

(4) |If any such corporation files
an acceptabl e statenent show ng sol vency, and
ot herwi se conplies with this chapter, the
State Board of Insurance shall issue it a
certificate of authority authorizing it to
transact business until such certificate
shall be revoked for nonconpliance with |aw,
by operation of |aw or as provided by this
chapter.

Revi sed Law
Sec. 961.102. REVOCATI ON OF CERTI FI CATE OF AUTHORI TY.
(a) After a hearing, the comm ssioner shall revoke the
certificate of authority of a nonprofit |egal services
corporation if:
(1) the conm ssioner determ nes the corporation is:
(A) operating fraudulently; or
(B) not conmplying with this chapter; or
(2) the corporation does not pay valid clains in
accordance with this chapter
(b) A hearing under Subsection (a) may be held only on the
basis of witten specifications and not earlier than the 21st day
after the date notice of the hearing is given. (V.T.1.C
Art. 23.05 (part).)

Source Law

Art. 23.05. . . . The State Board of
| nsurance after public hearing on witten
specifications after 20 days notice shal
cancel the certificate of authority of any
such corporation found to be not in
conpliance with this chapter, operating
fraudulently, or which fails to pay its valid



clainms in accordance with the provisions of
this article.

Revi sor's Note
V.T.1.C. Article 23.05 requires the
conmi ssioner to "cancel" a certificate of
authority. The revised | aw substitutes
"revoke" for "cancel" for consistency with
the termused in V.T.I1.C. Article 23.02,
revised in pertinent part as Section 961.101
of this code.
[ Sections 961. 103-961. 150 reserved for expansi on]
SUBCHAPTER D. BOARD OF DI RECTCORS; PERSONNEL
Revi sed Law
Sec. 961.151. COVPENSATI ON OF DI RECTORS. A director of a
nonprofit |egal services corporation may not receive salary or
ot her conpensation for the director's services but may receive
rei mbursenent for reasonabl e and necessary expenses incurred in
attending a neeting called to manage or direct the affairs of the
corporation. (V.T.1.C. Art. 23.20.)
Source Law

Art. 23.20. No director of any
corporation created under this chapter shal
recei ve any sal ary, wages, or conpensation
for his services, but shall be allowed
reasonabl e and necessary expenses incurred in
attending any neeting called for the purpose
of managing or directing the affairs of the
cor porati on.

Revi sor's Note
V.T.1.C. Article 23.20 refers to the
"sal ary, wages, or conpensation” of a
director. The revised |aw omts "wages"
because, in context, that termis included in
t he neani ng of "salary or other
conpensation.”
Revi sed Law
Sec. 961.152. FINANCI AL OFFI CER; BOND. (a) A nonprofit
| egal services corporation, by resolution entered in its mnutes,
shal | designate one or nore officers to be responsible for
handl i ng the corporation's funds. The president, secretary, or
general manager of the corporation nust certify a copy of the
resol ution, and the corporation shall file the copy with the
depart nment.
(b) Except as provided by Subsection (c), the corporation
shall make and file a separate or blanket surety bond covering




each officer designated under Subsection (a). The bond nust:

(1) be issued by a corporate surety conpany authorized
to issue surety bonds in this state;

(2) be satisfactory to the departnment and payable to
t he departnent for the use and benefit of the corporation;

(3) obligate the principal and surety to pay any
nmonetary | oss to the corporation through an act of fraud,
di shonesty, forgery, theft, enbezzlenent, or wlful
m sapplication by a covered officer, whether acting alone or with
ot her persons, while enployed as or exercising the powers of an
of fi cer designated under Subsection (a); and

(4) be in an anount of at |east $25,000 for each
of fi cer covered.

(c) Instead of the bond required by Subsection (b), an
of fi cer designated under Subsection (a) nmay deposit with the
departnment cash or securities approved by the departnment in the
anount and subject to the conditions applicable to the bond.

(d) Successive recoveries may be made on a bond under this
section until the amount of the bond is exhausted. (V.T.1.C
Art. 23.04 (part).)

Source Law

Art. 23.04. Each corporation conplying
with the requirenents of this chapter shall,
by resol ution adopted and entered on its
m nut e book, a copy of which properly
certified to by the president, secretary, or
general manager shall be filed wth the State
Board of Insurance, designate sonme officer or
of ficers who shall be responsible in the
handl i ng of the funds of the corporation.
Said corporation shall nake and file for each
such officer a surety bond or bl anket bond
covering all such officers with a corporate
surety conpany authorized to wite surety
bonds in this state, as surety, satisfactory
and payable to the State Board of Insurance
in the sumof not |ess than $25,000 for each
officer for the use and benefit of said
corporation, which said bond shall obligate
the principal and surety to pay such
pecuni ary | oss as the corporation shal
sustain through acts of fraud, dishonesty,
forgery, theft, enbezzlenent, w ongful
abstraction or willful msapplication on the
part of each such officer, either directly
and alone or in connivance with others, while
enpl oyed as such an officer or exercising



powers of such office. In lieu of such bond
any such officer may deposit with the State
Board of Insurance cash (or securities
approved by the State Board of |nsurance)

whi ch cash or securities shall be in the
anount and subject to the sanme conditions as
provided for in said bond. . . . Successive
recoveries on any of the bonds provided from
this article may be had on such bonds until
same are exhausted.

Revi sor's Note
V.T.1.C. Article 23.04 refers to
"di shonesty," "theft," "enbezzlenent," and
"wongful abstraction.” The revised |aw
omts "wongful abstraction" because that
termis included in the neani ng of
"di shonesty,"” "theft," and "enbezzl enent."
Revi sed Law
Sec. 961.153. BOND REQUI REMENTS FOR CERTAI N PERSONS. (a)
In addition to the bond required by Section 961.152, a nonprofit
| egal services corporation shall obtain a separate or bl anket
surety bond covering each other person who may have access to the
corporation's funds. The bond nust:
(1) be issued by a surety authorized by the departnent
to do business in this state;
(2) be satisfactory to the departnent and payable to
t he departnent for the use and benefit of the corporation;
(3) obligate the principal and surety to pay any
nmonetary | oss to the corporation through an act of fraud,
di shonesty, forgery, theft, enbezzlenent, or wlful
m sapplication by a covered person, whether acting alone or with
ot her persons; and
(4) be in an anmount determ ned by the departnent of at
| east $1, 000 but not nore than $10,000 for each person cover ed.
(b) Successive recoveries may be made on a bond under this
section until the amount of the bond is exhausted. (V.T.I.C
Art. 23.04 (part).)

Source Law

Art. 23.04.

In addition to the bond required in the
precedi ng paragraph, each corporation shal
procure for all other office enployees, or
ot her persons who may have access to any of
its funds, separate bonds or bl anket bonds
with some surety |licensed by the State Board
of Insurance to do business in Texas, in an



anount or amounts fixed by the State Board of
| nsurance with a m ni mum of $1,000 and a

maxi mum of $10, 000 for each enpl oyee,

sati sfactory and payable to the State Board
of Insurance for the use and benefit of the
corporation obligating the principal and
surety to pay each pecuniary |l oss as the
corporation shall sustain through acts of
fraud, dishonesty, forgery, theft,

enbezzl ement, wrongful abstraction or willful
m sapplication on the part of such persons,
either directly and al one, or in connivance
Wi th others. Successive recoveries on any of
t he bonds provided fromthis article may be
had on such bonds until same are exhausted.

Revi sor's Note
(1) V.T.1.C Article 23.04 refers to
"di shonesty," "theft," "enbezzlenent," and
"wongful abstraction.” The revised |aw
omts "wongful abstraction” for the reason
stated in the revisor's note to Section
961. 152.
(2) V.T.I.C Article 23.04 refers to a
"licensed" surety. The revised |aw
substitutes "authorized" for "licensed"
because "certificate of authority" is the
termused throughout this code in relation to
an entity's authority to engage in business.
[ Sections 961. 154-961. 200 reserved for expansi on]
SUBCHAPTER E. REGULATI ON OF NONPROFI T
LEGAL SERVI CES CORPORATI ONS
Revi sed Law
Sec. 961.201. PLAN OF OPERATI ON; EXPENSE FUND BALANCE. (a)
Bef ore accepting applications for participation in a |egal
services plan, a nonprofit |egal services corporation nust:
(1) have sufficient noney in its expense fund
descri bed by Section 961.203 to cover initial operations; and
(2) submt to the departnent:
(A) a plan of operation;
(B) a rate schedule of its charges to
participants; and
(© a schedule and projections of costs of [|egal
services to be contracted for on behalf of participants.
(b) Before the corporation may engage in business, the
departnment nmust approve as adequate, fair, and reasonabl e:
(1) the plan of operation; and
(2) the sufficiency of the noney in the expense fund.




(c) The departnent has continuing control over the
corporation's plan of operation. A change in the plan nust be
filed with and approved by the departnent before the change takes
effect.

(d) The departnment nay not set maxi numrates or prem uns
that may be charged under a | egal services plan under this
chapter. (V.T.1.C Art. 23.14.)

Source Law

Art. 23.14. (a) Every corporation
conplying with the requirenents of this
chapter shall, before accepting applications
for participation in said non-profit |egal
service plan, have sufficient noney in its
expense fund to cover initial operations and
shall submt to the State Board of I|nsurance
a plan of operation together with a rate
schedul e of its charges to participants and a
schedul e and projections of costs of |egal
services to be contracted for on behalf of
the participants; which plan and the
sufficiency of expense fund shall first be
approved by the State Board of |nsurance as
adequate, fair, and reasonable before such
corporation shall engage in business. The
State Board of Insurance shall have
continuing control over the plan of operation
of such corporation. No change in such plan
shal |l be effectuated wthout its first being
filed and approved by the State Board of
| nsur ance.

(b) The State Board of I|nsurance may
not determne, fix, prescribe, set, or
promul gate maxi numrates or maxi num anounts
of premumto be charged for a non-profit
| egal services plan under this chapter

Revi sor's Note

V.T.1.C. Article 23.14 provides that
state insurance regulatory officials may not
"determ ne, fix, prescribe, set, or
pronul gate" certain rates or anounts. The
revised law omts "determne," "fix,"
"prescribe,” and "pronul gate" because those
terns are included in the neaning of "set."

Revi sed Law
Sec. 961.202. ANNUAL STATEMENT. (a) Not later than March 1
of each year, each nonprofit |egal services corporation shal




file with the departnent an annual statenent that covers the
corporation's operations for the precedi ng cal endar year.

(b) The statenent nust be in the form prescribed by and
provide the information required by the departnment. (V.T.I.C
Art. 23.02 (part).)

Source Law

Art. 23.02. [AIl corporations organi zed
under the provisions of this chapter]
shal | be subject to the follow ng
requirenments:

(2) They shall file a statenent of
their operations for the year endi ng Decenber
31 each year, said statenment to reach the
State Board of Insurance not |ater than March
1 of the succeeding year. The statenents
shall be on such forns and shall reveal such
information as shall be required by the State
Board of Insurance.

Revi sed Law
Sec. 961.203. CLAIM FUND; EXPENSE FUND. (a) A nonprofit
| egal services corporation shall maintain a claimfund and an
expense fund.
(b) The claimfund is conposed of:

(1) application fees; and

(2) at least 70 percent of the regular paynents by
partici pants, except the departnent may adjust this percentage on
a showi ng that the adjustnent:

(A is in the best interest of the persons
receiving |l egal services under the contract at the tinme of the
adj ust ment; or

(B) is necessary for the corporation's
devel opnment during its first year of existence.

(c) Mney in the claimfund nust be nmai ntained as cash or
in demand deposits or invested in:

(1) certificates of deposit, share accounts, and tine
deposits in a public bank or savings and | oan association the
deposits of which are insured by a federal government agency; or

(2) obligations of a state or the federal governnent.

(d) Mney in the expense fund nay be invested only in | egal
investnments for the capital, surplus, and contingency funds of a
stock life insurance conpany.

(e) Net income froman investnent of noney in a fund
accrues to that fund.

(f) Mney in the claimfund nmay be disbursed only to pay:

(1) a valid claim




(2)
(3)
(4)
(5)

the cost of settling a contested claim
tax on the fund' s incone;

a refund of a fee deposited in the fund;
an expense directly incurred on or for

preservation of an investnent of the fund, including the cost of
transferring a security; or

(6)

an anmount as provided by a contract under Section

961.207. (V.T.1.C. Art. 23.10 (part).)

Source Law

Art. 23.10. . . . Provided further,
t hat each such corporation shall have two
funds, nanely: the claimfund and the
expense fund. The claimfund shall be
conposed of at |east 70 percent of the
regul ar paynents by participants, and the
application fees. The percentage anounts
above stated may be nodified by the State
Board of Insurance upon showi ng that such is
in the best interest of the then existing
persons receiving | egal services under
contract or that such is necessary for the
devel opnent of the corporation during its
first year of existence. . . . Caimfund
i nvestnents may include, besides |awful noney
and demand deposits, only certificates of
deposits, share accounts, and tine deposits
in public banks and savings and | oan
institutions whose deposits are insured by a
federal governnental agency, and obligations
of a state or the federal governnent; and the
expense fund investnents may include only
such as are legal investnents for the
capital, surplus, and contingency funds of
capital stock life insurance conpanies. The
net inconme fromthe investnents shall accrue
to the funds, respectively, fromwhich the
i nvestnments were nmade. The cl aimfund shal
be di sbursed only for the paynent of valid
clainms, taxes on income of such fund,
security transfer costs, refunds of fees paid
into such fund, cost of settling contested
cl ai ms, expenses directly incurred on or for
preservation of investnments of the claim
fund, and contracts authorized under Article
23.19 of this code.



Revi sor's Note
V.T..C. Article 23.10 refers to
"capital stock life insurance conpanies.” The
revised law omts "capital"™ for consistency
with the term nology used in this code.
Revi sed Law
Sec. 961.204. DEPCSIT REQUI REMENTS. A nonprofit | egal
services corporation shall deposit noney collected from
applicants or participants in an account of the corporation in a
publi c bank. The bank nust be a state depository, and its
deposits must be protected by the Federal Deposit |nsurance
Corporation. (V.T.1.C. Art. 23.17.)
Source Law

Art. 23.17. Al funds collected from
applicants and participants of a corporation
conplying with this chapter shall be
deposited to the account of the corporation
in a public bank, which is a state depository
havi ng Federal Deposit |Insurance Corporation
protection of its deposits.

Revi sed Law
Sec. 961.205. SOLVENCY OF FUNDS. As a condition of holding

a certificate of authority under this chapter, a nonprofit |ega
services corporation shall maintain the solvency of each fund so
that the admtted assets of the fund exceed the fund' s
liabilities, other than claimliabilities guaranteed under
Section 961.302. (V.T.1.C. Art. 23.02 (part).)

Source Law

Art. 23.02. [All corporations organi zed
under the provisions of this chapter]
shal | be subject to the follow ng
requirenments:

(3) They shall maintain sol vency
in each of its funds, i. e., the admtted
assets of each such fund shall exceed its
l[iabilities (except for claimliability
covered by attorney guarantees provi ded by
Article 23.15 of this code), and it shall be
a continuing condition of licensing by the
State Board of Insurance that such sol vency
be mai nt ai ned.

Revi sed Law
Sec. 961.206. ADVANCE TO CORPORATI ON. Any person may




advance to a nonprofit |egal services corporation, on a
contingent liability basis, noney necessary for the purposes of
the corporation's business or to conply with this chapter, except
t hat the advance may be repaid only on prior approval of the
departnent. The advance may be nmade in an anount and at a rate
of interest agreed to by the person and the corporation.
(V.T.1.C. Art. 23.13.)

Source Law

Art. 23.13. Any person nay advance to
the corporation on contingent liability basis
such funds as are necessary for the purposes
of its business or to enable it to conply
with any requirenments of this chapter and
such noney and interest thereon as may have
been agreed upon shall be repayabl e and shal
be repaid only on prior approval of the State
Board of Insurance.

Revi sed Law

Sec. 961.207. PARTI CI PATI ON ACREEMENTS. (a) Subject to
Subsection (b), a nonprofit |egal services corporation may:

(1) <contract with another nonprofit |egal services
corporation or an insurer authorized to engage in business in
this state for joint participation through

(A) a nutualization contract agreement; or
(B) a guaranty treaty; and

(2) <cede or accept a legal services obligation from
such a corporation or insurer on all or part of a |egal services
obl i gati on.

(b) Each docunent used for a purpose described by
Subsection (a) nust be filed with the departnment and approved by
t he departnent to be in accordance wth the corporation's plan of
operation before the docunent takes effect.

(c) To carry out the purposes of this section, the
conmi ssi oner may adopt rul es governing an agreenent with an
i nsurer under Subsection (a). (V.T.1.C. Art. 23.19.)

Source Law

Art. 23.19. Corporations conmplying with
the requirements of this chapter shall be
aut hori zed to contract w th other
organi zations conplying with this chapter and
insurers licensed to do business in Texas for
joint participation through nmutualization
contract agreenments or guaranty treaties or
ot herwi se cede or accept |egal services
obl i gations from such conpani es on the whol e



or any part of such |egal service
obligations, provided that such contract
forms, docunents, treaties, or agreenent
forms are filed with and approved by the
State Board of Insurance to be in accordance
with the plan of operation of the corporation
prior to their effectiveness.

The State Board of Insurance shall be
authorized to issue rules and regul ati ons
concerning such participation contracts and
agreenents with insurers as provided by this
article in accordance with and in carrying
out its purposes.

Revi sor's Note
(1) V.T.I.C Article 23.19 refers to

insurers "licensed to do business in" this
state. The revised | aw substitutes
"aut hori zed" for "licensed" because

"certificate of authority” is the term used
t hroughout this code in relation to an
entity's authority to engage in business.
(2) V.T.I.C Article 23.19 refers to
"contract forns, documents, treaties, or
agreenment forns." The revised |law omts
"contract fornms," "treaties," and "agreenent
forns" because, in context, those ternms are
i ncluded in the neaning of "docunent."
(3) V.T.I.C Article 23.19 refers to
"rules and regulations.” Throughout this
chapter, references to "regul ations" are
omtted fromthe revised | aw because under
Section 311. 005, CGovernnent Code (Code
Construction Act), arule is defined to
include a regulation. That definition applies
to the revised | aw
Revi sed Law
Sec. 961.208. EXCLUSI VE AGENCY CONTRACT OR MANAGEMENT
CONTRACT. (a) A nonprofit |egal services corporation may not
enter into an exclusive agency contract or managenment contract
unl ess the contract has been approved by the departnent.
(b) Before entering into a contract governed by Subsection
(a), the corporation shall file the proposed contract with the
departnent. The departnent shall approve or disapprove the
proposed contract not later than the 30th day after the filing
date, except that the departnment may extend that period by a
reasonable tinme by giving notice not |ater than the 30th day
after the filing date.




(c) The departnent shall disapprove the proposed contract
if the departnment determ nes that:
(1) the contract:
(A) subjects the corporation to excessive
char ges;
(B) lasts for an unreasonabl e peri od;
(C does not contain fair and adequate standards
of performance; or
(D) inpairs the interests of the public in this
state or the corporation's participants or creditors; or
(2) the persons given the power under the contract to
manage the corporation are not sufficiently trustworthy,
conpetent, experienced, and free fromconflict of interest to
manage the corporation, with due regard for the interest of the
public and the corporation's participants and creditors.
(V.T.1.C. Art. 23.25.)
Source Law

Art. 23.25. (a) No corporation
complying with the requirenents of this
chapter may enter into an excl usive agency
contract or nanagenent contract, unless the
contract is first filed wth the State Board
of Insurance and approved under this article
within 30 days after filing or such
reasonabl e extended period as the State Board
of Insurance may specify by notice given
wi thin the 30 days.

(b) The State Board of Insurance shal
di sapprove a contract submtted under Section
(a) of this article if it finds that:

(1) it subjects the corporation to
excessi ve charges;

(2) the contract extends for an
unr easonabl e period of tine;

(3) the contract does not contain
fair and adequate standards of performance;

(4) the persons enpowered under
the contract to manage the corporation are
not sufficiently trustworthy, conpetent,
experienced, and free fromconflict of
interest to manage the corporation with due
regard for the interest of its participants,
creditors, or the public; or

(5) the contract contains
provi sions which inpair the interests of the
corporation's participants, creditors, or the
public in this state.



Revi sed Law

Sec. 961.209. REMEDI ES FOR CORPORATI ON | N HAZARDOUS
FI NANCI AL CONDI TION. (a) |If the conm ssioner determnes that a
nonprofit |egal services corporation's financial condition is
such that the continued operation of the corporation may be
hazardous to the public or the corporation's participants or
creditors, the conmm ssioner, after notice and hearing, may order
the corporation to take any action reasonably necessary to
correct the condition, including:

(1) reducing:
(A) the amount of present and potential liability
for benefits through agreenents under Section 961. 207,
(B) the volunme of new business that the
corporation accepts; or
(© expenses through specified nethods; or
(2) suspending or limting the witing of new business
for a period.

(b) If no remedy under Subsection (a) is effective and the
conmi ssi oner determ nes that the hazardous condition is a
shortage of noney in the corporation's expense fund, the
conmi ssioner, after further notice and hearing, may order the
corporation to deposit in the expense fund an additional anount
of noney sufficient to cure the hazardous condition. The
conmi ssioner may not require a corporation to maintain noney in
t he expense fund in excess of the anmount required by Section
961.205. (V.T.1.C. Art. 23.24, Sec. (a).)

Source Law

Art. 23.24. (a) \Wenever the financi al
condition of any corporation conplying with
the requirements of this chapter indicates a
condition such that the continued operation
of such corporation m ght be hazardous to its
participants, creditors, or the general
public, then the State Board of I|nsurance
may, after notice and hearing, order such
corporation to take such action as may be
reasonably necessary to rectify the existing
condition, including but not necessarily
[imted to one or nore of the follow ng
st eps:

(1) to reduce the total amount of
present and potential liability for benefits
by use of Article 23.19 of this code;

(2) to reduce the volune of new
busi ness bei ng accept ed;

(3) to reduce expenses by
speci fi ed net hods; or



(4) to suspend or limt the

witing of new business for a period of tine.

Where none of the foregoing renedies is
effective and the hazardous condition is
determ ned to be a shortage of noney in the
expense fund the State Board of |nsurance may
after further notice and hearing order funds
sufficient to cure the hazardous condition to
be placed in the expense fund. The State
Board of Insurance shall not have authority
hereby to require the mai ntenance of noney in
t he expense fund except as provi ded by
Article 23.02(3) of this code.

Revi sor's Note

Section (a), V.T.1.C Article 23. 24,
provi des renedies for curing a hazardous
financial condition, including "but not
necessarily limted to" certain |isted
remedi es. The revised law omts the quoted
| anguage because Section 311. 005, Governnent
Code (Code Construction Act), applicable to
the revised |law, provides that "includes" and
"including" are terns of enlargenent and not
of limtation and do not create a presunption
t hat conmponents not expressed are excl uded.

Revi sed Law

Sec. 961.210. RULES RELATI NG TO HAZARDQOUS FI NANCI AL
CONDI TION. (a) The comm ssioner by rule may establi sh:

(1) wuniformstandards and criteria for early warning
that the continued operation of a nonprofit |egal services
corporation may be hazardous to the public or the corporation's
participants or creditors; and

(2) standards for evaluating the financial condition
of a nonprofit |egal services corporation.

(b) A standard established under this section nust be
consistent wth the purposes of this section and Section 961. 209.
(V.T.1.C. Art. 23.24, Sec. (b).)

Source Law

(b) The State Board of Insurance is
aut hori zed, by rule and regulations, to fix
uni form standards and criteria for early
war ni ng that the continued operation of any
conpany m ght be hazardous to its
participants, creditors, or the general
public, and to fix standards for eval uating
the financial condition of any corporation



Sec. 961. 211.

conplying with the requirenment of this
chapter, which standards shall be consi stent
wi th the purposes expressed in this article.

Revi sed Law
BOOKS AND RECORDS. (a) A nonprofit |egal

services corporation shall keep conplete books and records of al
noney col | ected and di sbursed.

(b) The departnment nmay exam ne books and records under this
section at the corporation's expense. (V.T.1.C Art. 23.21.)

Sec. 961. 212.

Source Law

Art. 23.21. Every corporation conplying
with this chapter shall keep conpl ete books
and records, showing all funds collected and
di sbursed, and all books and records shall be
subject to exam nation by the State Board of
| nsurance, the expense of such exam nation to
be borne by said corporation.

Revi sed Law
FEES. (a) The conmm ssioner shall charge each

of the following fees in an anount prescribed by the comm ssioner

not to exceed:

(1) $400 for filing an annual operating statenent;
(2) $3,000 for filing an application for a certificate
of authority, including the fee for issuance of the certificate

of authority; and

(3) $100 for issuance of each additional certificate
of authority and anendnent of a certificate of authority.
(b) The conptroller shall collect the annual operating
statenment filing fee. (V.T.1.C. Art. 23.08.)

Source Law

Art. 23.08. The comm ssi oner shal
charge a fee determ ned by the comm ssioner
in an amount not to exceed $400 for filing
t he annual statenment of each corporation
operating under this chapter; an application
fee determ ned by the comm ssioner in an
amount not to exceed $3,000 for each
corporation applying under this chapter which
includes the fee for the issuance of a
certificate of authority; and a fee
determ ned by the comm ssioner in an anount
not to exceed $100 for the issuance of each
additional certificate of authority and
amendnent of a certificate of authority to



the corporation. The comm ssioner shall,
within the limts fixed by this article,
prescribe the fees to be charged under this
article. The conmptroller shall collect the
annual statenment filing fee.

[ Sections 961.213-961. 250 reserved for expansi on]

SUBCHAPTER F. BENEFI TS PROVI DED BY NONPROFI T LEGAL
SERVI CES CORPORATI ONS
Revi sed Law

Sec. 961.251. APPLICANTS; BENEFI T CERTI FI CATE. (a) A
nonprofit |egal services corporation may accept applicants and
shall issue a benefit certificate to each applicant that becones
a participant under a |l egal services contract. Before issuance of
the certificate, the applicant nust pay the application fee,
whi ch does not apply as part of the cost of receiving benefits
under the certificate.

(b) On issuance of the benefit certificate, the participant
is entitled to the legal services stated in the certificate for
the period provided by the certificate. (V.T.1.C. Arts. 23.09
(part), 23.10 (part), 23.16 (part).)

Source Law

Art. 23.09. Any corporation conplying
with the requirenents of this chapter shal
be authorized to accept applicants, who upon
i ssuance of a benefit certificate shall be
entitled to |l egal services for such period of
time as is provided therein. :

Art. 23.10. . . . The application fees
shall be paid by applicants prior to issuance
of a benefit certificate, and shall not apply
as a part of the cost of receiving benefits
under the benefit certificate issued.

Art. 23.16. Every corporation shal
issue to its applicants that are covered by a
contract for prepaid | egal services benefit
certificates setting forth the benefits to
which they are or nmay becone entitl ed.

Revi sor's Note

V.T.1.C. Article 23.16 provides that a
| egal services corporation shall issue
benefit certificates to applicants "setting
forth the benefits to which they are or may
becone entitled.” The revised law omts the




guot ed | anguage because the substance of that
| anguage is included in the definition of
"benefit certificate" provided by Section
961. 001.
Revi sed Law
Sec. 961.252. APPROVAL OF FORMB. A benefit certificate,
application form or contract between a nonprofit |egal services
corporation and a participant's enpl oyer or group representative
must be in a form approved by the departnent before issuance.
The departnent may adopt rules relating to those forns to provide
that they properly describe applicable benefits and are not
unjust, m sl eading, or deceptive. (V.T.I.C Art. 23.16 (part).)
Source Law

Art. 23.16. . . . Such certificates,
application forns, and contracts nmade between
the corporation and the participants’
enpl oyer or group representative shall be in
form approved by the State Board of Insurance
prior to issuance. The State Board of
| nsurance shall be authorized to issue rules
and regul ati ons concerning such fornms to
provi de that they shall properly describe
their benefits and not be unjust, m sleading,
or decepti ve.

Revi sed Law
Sec. 961.253. TYPES OF LEGAL SERVI CES CONTRACTS. A
nonprofit |egal services corporation may issue |egal services
contracts on an individual, group, or franchise basis. (V.T.I.C
Art. 23.09 (part).)

Source Law

Art. 23.09. . . . The right of
corporations conplying with the requirenents
of this chapter to issue prepaid | ega
services contracts on individual, group, and
franchi se bases is recogni zed.

Revi sed Law

Sec. 961.254. | NDEMNITY CONTRACTS. (a) A nonprofit |egal
services corporation may issue a contract for |egal services, as
provi ded by rul es adopted by the comm ssioner, providing for
indemmity for costs of services of an attorney who is not a
contracting attorney if the departnent is satisfied that the
corporation's plan of operation, experience, and financi al
standi ng, including a proper anount of unencunbered surplus, are
adequate to ensure performance of the contract.




(b)

Art. 23.15 (part).)

Sec.

A contract under Subsection (a) may be issued w thout
t he guarantee provided by Section 961.302(1). (V.T.I1.C

961. 255.

Source Law

Art. 23.15. . . . Such corporations may
i ssue prepaid | egal service contracts w thout
such guarantees and providing for indemity
for costs of attorney services where the
attorney is not a contracting attorney under
such rul es and regul ati ons as may be approved
by the State Board of |nsurance provided that
the State Board of |nsurance be satisfied
that the plan of operation, financial
st andi ng and experience of the corporation
(including but not limted to a proper anmount
of free surplus) is adequate to assure the
performance of such contracts.

Revi sor's Note

V.T.1.C. Article 23.15 provides that the
conmi ssi oner of insurance nust be satisfied
with a | egal services corporation's financial
standing, including "but not limted to" a
proper anmount of "free surplus.” The revised
law omts "but not limted to" for the reason
stated in the revisor's note to Section
961.209. The revised | aw substitutes
"unencunbered surplus" for "free surplus”
because, in context, the phrases are
synonynous and the phrase "unencunbered
surplus” is nore consistent with nodern
usage.

Revi sed Law
LI M TATI ONS ON BENEFI TS. A contract for |egal

services and a benefit certificate issued by a nonprofit |egal
services corporation may limt:

(1) the types and extent of benefits; and

(2) the circunstances under which | egal services are
(V.T.1.C Art. 23.11 (part).)

provi ded.

Source Law

Art. 23.11. . . . with the right to the
corporation to limt in the prepaid |egal
service contract and benefit certificate the
types and extent of benefits and the
circunstances for which such | egal services
shal |l be furnished.



Revi sed Law
Sec. 961.256. CLAIMS. (a) A nonprofit |egal services
corporation shall pay a lawful claimfor paynment under a benefit
certificate not later than the 120th day after the date of
recei pt of due proof of claim
(b) Witten notice of a claimgiven to the corporation is
consi dered due proof of claimunder this section if the
corporation does not provide to the clainmant before the 16th day
after the date notice is received the forns usually provided by
the corporation for filing aclaim (V.T.1.C. Art. 23.05 (part).)
Source Law

Art. 23.05. Al lawful clains for
paynment based upon certificates issued to
participants shall be paid within 120 days
after receipt of due proof of claim Witten
notice of claimgiven to a corporation
conplying with the requirenents of this
chapter shall be deemed due proof in the
event the corporation fails, upon receipt of
notice, to furnish the participant making
claimw thin 15 days such forns as are
usual l'y furnished by it for filing such
cl ai ns.

[ Sections 961. 257-961. 300 reserved for expansion]
SUBCHAPTER G CONTRACTS W TH ATTORNEYS
Revi sed Law

Sec. 961.301. CONTRACTS WTH ATTORNEYS. (a) A nonprofit
| egal services corporation may contract with attorneys as
provided by this chapter to ensure to each participant |ega
services perfornmed by the attorneys under the contract for |egal
services between the corporation and the participant. A
contracting attorney nust be licensed to practice law in the
jurisdiction in which | egal services are to be provided.

(b) Before issuing a contract for |egal services and while
the corporation continues to issue those contracts, the
corporation nust maintain the nunber of contracting attorneys
that the departnent determnes is necessary to service the
partici pant contracts contenplated by the corporation's plan of
operation. (V.T.1.C. Art. 23.01, Sec. (b)(1); Art. 23.0S3;

Art. 23.11 (part).)

Source Law

[Art. 23.01]
(b) [As used in this chapter, the
following words . . . shall have the

foll ow ng neani ngs: ]



Sec. 961.
contracting at
(1)

under the part
by Section 961
(2)
ot her than the
held for the p
of operation,
(V.T.1.C. Art.

(1) "Attorney" neans a person
licensed to practice law in the jurisdiction
in which the | egal services are to be
provi ded.

Art. 23.03. Each corporation conplying
with the requirenents of this chapter before
i ssuing any contract for prepaid |egal
services shall have and so long as it issues
such contracts maintain such nunber of
contracting attorneys as is sufficient in the
determ nation of the State Board of I|nsurance
to service the participant contracts
contenpl ated by the corporation's plan of
oper ati on.

Art. 23.11. Corporations conplying with
the requirements of this chapter shall have
authority to contract in accordance with this
chapter with attorneys in such manner as to
assure to each participant holding a benefit
certificate of the corporation the furnishing
of such | egal services by attorney under
contract, or who shall agree to contract, to
the extent agreed upon in prepaid | egal
service contract between the corporation and
t he parti ci pant

Revi sed Law
302. AGREEMENT OF CONTRACTI NG ATTORNEYS. The
torneys shall:
guarantee to the participants the services stated
icipants' benefit certificates, except as provided
. 254; and
agree to performw thout cost to the participants,
noney of the nonprofit |egal services corporation
articipants' benefit under the corporation's plan
servi ces described by the benefit certificates.
23.15 (part).)
Source Law

Art. 23.15. The contracting attorneys
shall guarantee to the participants the
services stated under the benefit
certificates and shall agree to perform such
services which they agree to render to the
partici pants under the benefit certificates
wi thout there being any liability for the



cost thereof to the participants beyond the
funds of such corporation held for their
benefit in accordance wth the plan of
operation of the corporation.

Revi sed Law
Sec. 961.303. LIMTATIONS ON CORPORATI ON' S RELATI ONSHI P
W TH ATTORNEYS AND PARTI Cl PANTS. (a) A nonprofit |egal services
corporation nmay not:
(1) <contract to practice |law, or
(2) <control or attenpt to control the relationship
exi sting between a participant and the participant's attorney.
(b) The corporation may act only as an agent on behal f of
its participants for |egal services and, except as provided by
Section 961. 254, those services may be provided only by and
t hrough contracting attorneys. A contracting attorney nust be an
i ndependent contractor maintaining a direct |awer and client
relationship with a participant and may not be an enpl oyee of the
corporation. (V.T.1.C. Art. 23.12 (part).)
Source Law

Art. 23.12. The corporation conplying
with the requirenents of this chapter shal
not contract itself to practice law in any
manner, nor shall the corporation control or
attenpt to control the relations existing
between a participant and his or her
attorney, but the corporation shall confine
its activities to contracting as an agent on
behal f of its participants for |egal services
to be rendered only by and through
contracting attorneys, who shall never be
enpl oyees of the corporation but shall at al
ti mes be i ndependent contractors maintaining
a direct lawyer and client relationship with
the participants.

Revisor's Note

V.T..C. Article 23.12 refers to |lega
services "to be rendered only by and through
contracting attorneys." Under V.T.I1.C
Article 23.15, revised in pertinent part as
Section 961.254, a nonprofit |egal services
corporation may al so issue indemity
contracts. Accordingly, the revised | aw adds
a reference to Section 961. 254.

Revi sed Law
Sec. 961.304. CONTRACT WTH ANY ATTORNEY REQUI RED. A




nonprofit |egal services corporation nust agree to contract under
Section 961.301 with any attorney licensed to practice law in
this state. (V.T.1.C. Art. 23.12 (part).)

Source Law

Art. 23.12. . . . Such corporation mnust
agree to contract under Article 23.11 of this
code with any attorney |licensed by the
Suprene Court to practice law in Texas.

Revi sor's Note
V.T.1.C. Article 23.12 refers to an
attorney "licensed by the Supreme Court to
practice law in Texas." The revised law omts
the reference to the suprene court as
unnecessary. All attorneys |licensed to
practice law in Texas are |icensed by the
supreme court. See Section 82.021,
Gover nnent Code.
Revi sed Law
Sec. 961.305. ATTORNEY | NSURANCE REQUI RED. (a) Each
contracting attorney shall maintain professional liability and
errors and om ssions insurance as required by the nonprofit |egal
services corporation wth which the attorney contracts.
(b) The conm ssioner by rule may establish m ni rum anounts
for coverage under Subsection (a). (V.T.1.C Art. 23.12 (part).)
Source Law

Art. 23.12. . . . Contracting attorneys
shal | maintain such professional liability,
and errors and omi ssions insurance as the
corporation shall deem proper and the State
Board of Insurance may by uniformrule
declare a m ni num anmount of each such
coverage to be maintained.

Revi sor's Note
V.T..C. Article 23.12 permits the State
Board of Insurance (now the conmm ssioner of
i nsurance) to adopt a "uniforni rule. The
revised law omts the term"uniforni as
unnecessary because under Section 36.001 al
rules that the conmm ssioner adopts must have
general and uni form application.
Revi sed Law
Sec. 961.306. PAYMENT ONLY FOR SERVI CES PROVI DED. A
nonprofit |egal services corporation may not pay any of the claim
funds collected fromparticipants to an attorney except for |egal




services that the attorney provided to participants. (V.T.1.C
Art. 23.18.)
Source Law

Art. 23.18. A corporation conplying
with the requirenments of this chapter shal
not pay any of the claimfunds collected from
participants to any attorney except for | egal
services rendered by such attorney to the
partici pants.

Revi sed Law
Sec. 961.307. COVPLAI NT REGARDI NG ATTORNEY. If the
departnent receives a conplaint concerning the performance of an
attorney connected with a nonprofit |egal services corporation,
t he departnent shall refer the conplaint to:
(1) the suprene court of this state or a person that
t he supreme court designates to receive attorney grievances from
the public, if the attorney is licensed by this state; or
(2) the appropriate licensing agency of another
jurisdiction where the attorney is licensed, if the attorney is
not licensed by this state. (V.T.1.C Art. 23.22.)
Source Law

Art. 23.22. The State Board of Insurance
shall refer a conplaint received by it
concerning the performance of an attorney
licensed in this state who is connected with
a corporation conplying with this chapter to
t he Suprenme Court of the State of Texas or to
any person designated by the Suprene Court to
receive attorney grievances fromthe public.
The board shall refer a conplaint regarding
an attorney licensed in another jurisdiction
who is connected with a corporation conplying
with this chapter to the appropriate
i censing agency of the other jurisdiction.

[ Sections 961. 308-961. 350 reserved for expansion]
SUBCHAPTER H.  AGENTS
Revi sed Law
Sec. 961.351. DEFINITION. In this subchapter, "agent" neans
an individual who solicits contracts for |egal services or
enrolls applicants. (V.T.1.C Art. 23.23, Sec. (a) (part).)
Source Law

Art. 23.23. (a) . . . An agent neans a
natural person who solicits |egal services



contracts or enrolls applicants.

Revi sed Law
Sec. 961.352. RULES TO LI CENSE AND REGULATE AGENTS. The
conmi ssioner after notice and hearing nay adopt reasonable rules
necessary to license and regul ate agents. (V.T.I.C Art. 23.23,
Sec. (a) (part).)

Source Law

Art. 23.23. (a) The State Board of
| nsurance may after notice and hearing
promul gate such reasonabl e rul es and
regul ati ons as are necessary to |license and
control agents of corporations conplying with
this chapter

Revi sed Law
Sec. 961.353. LICENSE AND EXAM NATI ON FEES. (a) Before
issuing a |license under this subchapter, the comm ssioner nust
receive fromthe person applying for the license:
(1) a nonrefundable Iicense fee in an anmount not to
exceed $50; and
(2) wunless the departnment accepts under Article
21.01-1 a qualifying exam nation adm nistered by a testing
service, an exanmi nation fee in an anmount not to exceed $20.
(b) The comm ssioner shall set the anount of the fees.
(c) A new exam nation fee nust be paid for each
exam nati on
(d) An exam nation fee may not be refunded unless the
per son:

(1) not later than 24 hours before the tine the
exam nation begins, notifies the conmm ssioner that an energency
situation exists;

(2) receives the comm ssioner's perm ssion to not take
t he exam nation; and

(3) does not appear to take the examnation. (V.T.1.C
Art. 23.23, Sec. (b).)

Source Law

(b) The Comm ssioner of Insurance shal
coll ect in advance from agents of
corporations conplying with this chapter a
nonr ef undabl e |license fee in an anbunt not to
exceed $50 as deternmined by the State Board
of Insurance. Unless the State Board of
| nsurance accepts a qualifying exam nation
adm nistered by a testing service as provided
under Article 21.01-1, Insurance Code, as



anmended, the Comm ssioner of Insurance shal
al so collect in advance from such agents an
exam nation fee in an anount not to exceed
$20 as determined by the State Board of

| nsurance. A new exam nation fee shall be
paid for each and every exam nation. The
exam nation fee shall not be returned under
any circunstances other than for failure to
appear and take the exam nation after the
applicant has given at |east 24 hours notice
of an enmergency situation to the Conmm ssioner
of Insurance and received the comm ssioner's
approval .

Revisor's Note
Section (b), V.T.1.C Article 23.23,
refers to Article 21.01-1, Insurance Code,
"as anended."” The revised law omts "as
anended"” for the reason stated in Revisor's
Note (1) to Section 961.002.
Revi sed Law
Sec. 961.354. EXPIRATION. Unless the conm ssioner adopts a
staggered renewal system under Article 21.01-2, a |license issued
to an agent expires on the earlier of:
(1) the second anniversary of the date the license is
i ssued; or
(2) the date the agent's authority to act for a
nonprofit |legal services corporation is termnated. (V.T.1.C
Art. 23.23, Sec. (c).)

Source Law

(c) Except as may be provided by a
st aggered renewal system adopted under
Section 2(f), Article 21.01-2 of this code,
each license issued to agents of corporations
conplying with this chapter shall expire two
years follow ng the date of issue, unless
prior thereto it is suspended or revoked by
t he Conm ssioner of I|Insurance or the
authority of the agent to act for the
corporation conplying with this chapter is
t erm nat ed.

Revisor's Note

Section (c), V.T.1.C Article 23.23,
provi des that an agent's |license expires on a
certain date "unless prior thereto it is
suspended or revoked by the Conm ssioner of




| nsurance.” The revised law omts the quoted
| anguage as unnecessary because suspension or
revocation of the |icense would cause the
license to no |l onger be valid, and thus the
expiration date woul d be rendered neani ngl ess
because of the nature of suspension or
revocation and not because of the omtted
statutory provision.
Revi sed Law
Sec. 961.355. RENEWAL; FEE. (a) A person may renew a
I icense issued under this subchapter by filing with the
departnment on or before the date the license expires a conpleted
renewal application and paying the nonrefundabl e renewal fee.
(b) The departnent shall set the renewal fee in an anount
not to exceed $50.
(c) A person may not renew a |license that has expired or
been suspended or revoked. (V.T.I.C Art. 23.23, Sec. (d).)
Source Law

(d) Licenses which have not expired or
whi ch have not been suspended or revoked may
be renewed by filing with the Board on or
before the expiration date of the license a
conpl eted renewal application and paying a
nonr ef undabl e fee in an anpbunt not to exceed
$50 as determned by the State Board of
| nsur ance.

Revi sed Law
Sec. 961.356. SUSPENSI ON. The departnment shall suspend a

license issued to an agent if the agent is not operating under an
appoi ntment froma nonprofit |egal services corporation. The
departnent shall term nate the suspension when the departnent
recei ves acceptable notice that an appoi ntnent exists. (V.T.I.C
Art. 23.23, Sec. (e) (part).)

Source Law

(e) . . . The State Board of |nsurance
shal | suspend the |Iicense of an agent during
any period in which the agent does not have
an outstanding valid appointnent. The
suspension shall be lifted on receipt by the
State Board of Insurance of acceptable notice
of a valid appointnent.

Revi sor's Note
Section (e), V.T.1.C. Article 23.23,
refers to an "outstanding valid appointnent."




The revised | aw om ts "outstandi ng" and
"val id" as unnecessary because, in this
context, the neaning of those terns is
included in the neaning of an appointnent. |f
an appointnent is not "outstanding,” then no
appoi ntment exists, and if an appointnment is
invalid, then no appoi ntnment was nade.
Revi sed Law
Sec. 961.357. MILTI PLE REPRESENTATI ON; APPLI CATI ON; FEES.
(a) An agent licensed under this subchapter may apply to act as
an agent for nore than one nonprofit |egal services corporation.
(b) The agent and the corporation nmust give notice to the
departnment of any additional appointnent authorizing the agent to
act as an agent for that corporation. The notice nust be
acconpani ed by:
(1) a certificate fromthe corporation that the
corporation desires to appoint the applicant as its agent;
(2) a nonrefundable fee; and
(3) any other information that the departnent

requires.
(c) The conm ssioner shall set the fee in an anpbunt not to
exceed $16.
(d) The agent may act for the corporation if:
(1) the departnment approves the application for an
addi ti onal appoi ntnent; or
(2) notice of disapproval is not received before the
eighth day after the date the departnent receives the conpl eted
application and fee. (V.T.1.C. Art. 23.23, Sec. (e) (part).)
Source Law

(e) Any agent licensed under this
article may represent and act as an agent for
nore than one corporation conplying with this
chapter at any tinme while the agent's |icense
isin force, if the agent so desires. Any
such agent and the corporation conplying with
this chapter nust give notice to the State
Board of Insurance of any additional
appoi ntment or appoi ntnments authori zing the
agent to act for an additional corporation
conplying with this chapter. Such notice nust
be acconpanied by a certificate from each
corporation conmplying with this chapter to be
named i n each additional appointnment that
said corporation desires to appoint the
applicant as its agent. This notice shal
al so contain such other information as the
State Board of Insurance may require. The



agent shall be required to pay a

nonr efundabl e fee in an anobunt not to exceed
$16 as determned by the State Board of

| nsurance for each additional appoi ntnent
applied for, which fee shall acconpany the
notice. |If approval of an additional
appointment is not received fromthe State
Board of Insurance before the eighth day
after the date on which the conpl eted
application and fee were received by the
Board, the agent and the corporation, in the
absence of notice of disapproval, may assune
that the State Board of Insurance approves
the application, and the agent may act for

t he corporation.

Revi sed Law
Sec. 961.358. DI SPOSITION OF FEES. (a) The depart nent
shal | deposit a fee collected under this subchapter to the credit
of the Texas Departnent of |nsurance operating account, to be
used to adm nister this chapter and other state | aw governing
agents of nonprofit |egal services corporations. The fees may be
used to pay salaries, travel expenses, office expenses, and ot her
i nci dental expenses incurred in adm nistering this chapter.
(b) Article 1.31A applies to a fee collected under this
subchapter. (V.T.1.C Art. 23.23, Sec. (f).)
Source Law

(f) Al fees collected pursuant to this
article nmust be deposited in the State
Treasury to the credit of the State Board of
| nsurance operating fund and shall be used by
the State Board of Insurance to adm nister
t he provisions of Chapter 23 and all |aws of
this state governing and regul ati ng agents
for such corporations. The fees may be used
to pay salaries, traveling expenses, office
expenses, and ot her incidental expenses
incurred in the admnistration of this
chapter. Article 1.31A of this code applies
to fees collected under this section.

Revi sor's Note

Section (f), V.T.1.C. Article 23.23,
requires fees to be deposited in the state
treasury to the credit of the State Board of
| nsurance operating fund. Under the authority
of Chapter 4, Acts of the 72nd Legi sl ature,




1st Call ed Session, 1991, the Texas
Departnent of Insurance operating fund (the
| ater nanme of the State Board of |nsurance
operating fund) was converted to an account
in the general revenue fund. The revised | aw
is drafted accordingly.
[ Sections 961. 359-961. 400 reserved for expansion]
SUBCHAPTER |. DI SSOLUTI ON AND LI QUI DATI ON OF CORPORATI ON
Revi sed Law
Sec. 961.401. SUPERVI SI ON BY DEPARTMENT. The depart nment
shal | supervise any dissolution or |iquidation of a nonprofit
| egal services corporation. (V.T.1.C. Art. 23.06 (part).)
Source Law

Art. 23.06. Any dissolution or
I iquidation of any corporation subject to the
provi sions of this chapter shall be under the
supervision of the State Board of
| nsur ance.

Revi sed Law

Sec. 961.402. VOLUNTARY DI SSCLUTION. (a) The board of
directors of a nonprofit |egal services corporation may vote to
di ssol ve the corporation at any tine, but the corporation may not
be di ssolved w thout the departnent's approval.

(b) In a dissolution under this section, the officers of
the corporation shall settle all outstanding obligations to
partici pants and ot herw se di spose of the corporation's affairs.
After the officers have conpleted the corporation's |iquidation
and a final settlement has been filed with and approved by the
departnent, the corporation shall be dissolved as provided by the
provisions relating to voluntary dissolution under the Texas
Non-Profit Corporation Act (Article 1396-1.01 et seq., Vernon's
Texas Civil Statutes). (V.T.I.C Art. 23.07 (part).)

Source Law

Art. 23.07. Any corporation operating
under this chapter may be di ssolved at any
time by a vote of its board of directors, and
after such action has been approved by the
State Board of Insurance. |In the case of
vol untary dissolution, the disposition of the
affairs of the corporation shall be nade by
the officers (including the settlenent of al
out standing obligations to participants), and
when the |iquidation has been conpleted and a
final statenment, in acceptable form filed
wi th and approved by the State Board of



| nsurance, the provisions for voluntary

di ssol ution under the Texas Non-Profit
Corporation Act shall be followed to dissolve
t he corporation.

Revi sed Law
Sec. 961.403. | NVOLUNTARY DI SSCLUTION. If the comm ssioner
after notice and hearing determ nes that a nonprofit |egal
services corporation is insolvent or has violated this chapter,
the corporation's affairs shall be disposed of:
(1) by a liquidator appointed by and under the
supervi sion of the conm ssioner; or
(2) in an appropriate case, under the direction of a
court in Travis County. (V.T.I.C Art. 23.07 (part).)
Source Law

Art. 23.07. . . . In all other cases
where a corporation operating under this
chapter is found to be insolvent, or to have
viol ated the provisions of this chapter, on a
determ nation of this condition, and after
due notice and hearing, the affairs of the
corporation shall be disposed of by a
I i qui dat or appoi nted by and under the
supervision of the State Board of |nsurance,
or, in appropriate cases, under the direction
of a court of conpetent jurisdiction in
Travis County.

Revi sor's Note
V.T.1.C. Article 23.07 refers to a court
"of conpetent jurisdiction.”™ The revised | aw
omts the quoted | anguage as unnecessary
because the general |aws of civil
jurisdiction determ ne which courts have
jurisdiction. For exanple, see Sections
24.007-24.011, CGovernnent Code, for the
general jurisdiction of district courts.
Revi sed Law
Sec. 961.404. PRIORITY OF CLAIMS. In a dissolution of a
nonprofit |egal services corporation, participants' clains have
priority over all other clains except costs of |iquidation.
(V.T.1.C. Art. 23.06 (part).)
Source Law

Art. 23.06. . . . In case of
di ssolution of any group fornmed under the
provi sions of this chapter, participants’
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clainms shall be given priority over all other
cl ai mrs except cost of |iquidation.

Revi sor's Note
V.T.1.C. Article 23.06 refers to
di ssolution of a "group formed under the
provisions of this chapter." The revised |aw
substitutes "nonprofit |egal services
corporation” for the quoted | anguage for
consi stency with the other provisions of this
chapter that refer to the entities forned
under this chapter. |In addition, under
Subdivision (1), V.T.1.C. Article 23.02,
revised as Section 961.052, an entity seeking
to provide |legal services under this chapter
may enroll participants only "[a]fter
i ncorporation."
[ Chapters 962-980 reserved for expansion]
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Sec. 981.211. FINANCI AL CONDI TI ON OF SURPLUS LI NES
| NSURERS 1322
Sec. 981.212. ACCEPTI NG SURPLUS LI NES | NSURANCE FROM OTHER
AGENTS 1323
Sec. 981.213. FILING CONTRACT WTH STAMPI NG OFFI CE 1323
Sec. 981.214. COWPLI ANCE W TH STAMPI NG OFFI CE PLAN OF
OPERATI ON 1323
Sec. 981.215. SURPLUS LI NES AGENT RECORDS 1324
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AGENTS 1327
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CERTAI N AGENTS 1327
CHAPTER 981. SURPLUS LI NES | NSURANCE
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law

Sec. 981.001. PURPCSE. (a) An insurance transaction that
is entered into by a resident of this state with an eligible
surplus lines insurer through a surplus |lines agent because of
difficulty in obtaining coverage froman authorized insurer is a
matter of public interest.

(b) The transaction of surplus lines insurance is a subject
of concern and it is necessary to provide for the regul ation,
taxation, supervision, and control of these transactions and the
practices and matters related to these transactions by:

(1) requiring appropriate standards and reports
concerning the placenment of surplus |ines insurance;

(2) inposing requirenments necessary to make regul ation
and control of surplus |lines insurance reasonably conplete and
effective;

(3) providing orderly access to eligible surplus lines

i nsurers;

(4) ensuring the maintenance of fair and honest
mar ket s;

(5) protecting the revenues of this state; and

(6) protecting authorized insurers, which under the
laws of this state nust neet strict standards relating to the
regul ati on and taxation of the business of insurance, fromunfair
conpetition by unauthorized insurers.

(c) To regulate and tax surplus lines insurance placed in
accordance with this chapter within the neaning and intent of 15
U S.C Section 1011, this chapter provides an orderly method for
the residents of this state to effect insurance with eligible
surplus lines insurers through qualified, licensed, and
supervi sed surplus lines agents in this state, if coverage is not
avai | abl e from authori zed and regul ated insurers engaged in



business in this state, under reasonable and practical

saf eguar ds.

(V.T.1.C. Art. 1.14-2, Sec. 1.)

Source Law

Art. 1.14-2

Sec. 1. Insurance transactions which
are entered into by citizens of this state
with eligible surplus Iines insurers through
a surplus lines agent as a result of
difficulty in obtaining coverage from
licensed insurers are a matter of public
interest. The Legislature declares that such
transaction of surplus lines insurance is a
subj ect of concern and that it is necessary
to provide for the regulation, taxation,
supervi sion and control of such transactions
and the practices and matters related thereto
by requiring appropriate standards and
reports concerning the placenment of such
i nsurance; by inposing requirenents necessary
to make such regul ati on and control
reasonably conplete and effective; by
provi ding orderly access to eligible surplus
lines insurers; by insuring the maintenance
of fair and honest markets; by protecting the
revenues of this state; and by protecting
licensed insurers, which under the | aws of
this state nmust nmeet strict standards as to
t he regul ati on of the business of insurance
and the taxation thereof, fromunfair
conpetition by unauthorized insurers. 1In
order to properly regulate and tax such
i nsurance placed in accordance with this
Article within the neaning and intent of P.L
79-15 (1945), (Chap. 20, 1st Sess., S. 340),
59 Stat. 33, the Legislature herein provides
an orderly nethod for the public of this
state to effect insurance with eligible
surplus lines insurers through qualified,
I i censed and supervised surplus |line agents
inthis state if coverage is not avail able
fromduly licensed, regulated insurers
conducting business in this state and under
reasonabl e and practical safeguards so that
such i nsurance coverage may be obtai ned by
residents of this state.



Revi sor's Note

Section 1, V.T.1.C. Article 1.14-2,
refers to P.L. 79-15 (1945), (Chap. 20, 1st
Sess., S. 340), 59 Stat. 33. The commonly
used citation for this provisionis 15 U. S. C
Section 1011. The revised lawis drafted
accordingly.

Revi sed Law
Sec. 981.002. DEFINITIONS. In this chapter:

(1) "Eligible surplus lines insurer" means an insurer
that is not an authorized insurer, but that is eligible under
Subchapter B, in which surplus lines insurance is placed or may
be pl aced under this chapter

(2) "Stanping office" nmeans the Surplus Lines Stanping
O fice of Texas.

(3) "Surplus lines agent” neans an agent |icensed
under Subchapter E to procure an insurance contract froma
surplus lines insurer.

(4) "Surplus lines insurance" neans insurance

cover age:

(A) for a subject that is resident, |ocated, or
to be perfornmed in this state; and

(B) that may be placed, in accordance with this
chapter, with an eligible surplus lines insurer. (V.T.I.C
Art. 1.14-2, Secs. 2(a)(1l) (part), (b), 3(a) (part), 6A(a)
(part); New.)

Source Law

Sec. 2. (a)(1) "Surplus |lines agent”

(i) is an agent . . . who is granted a
surplus lines license in accordance with this
Article, (ii) isa. . . agent . . . who is
granted a surplus lines license in accordance
with this Article and . . . (iii) is a .

agent . . . who is granted a surplus lines
license .

(b) "Surplus lines insurer” neans an
unlicensed insurer deened eligible pursuant
to Section 8 of this Article in which an
i nsurance coverage is placed or may be pl aced
under this Article.

Sec. 3. (a) If insurance coverages of
subj ects resident, |located or to be perforned
in this state cannot be procured from
licensed insurers . . . , such coverages,
herei nafter designated as surplus |line
i nsur ance .



Sec. 6A. (a) [There is hereby created a
nonprofit association to be known as] the
Surplus Lines Stanping O fice of Texas.

Revi sor's Note
(1) Section 2(b), V.T.1.C. Article
1.14-2, defines a "surplus lines insurer" as
certain unlicensed insurers "deened eligible"
under Section 8 of the article, revised as
Subchapter B. For clarity and consi stency,
the revised | aw defines "eligible surplus
lines insurer."” Appropriate changes are nade
t hr oughout this chapter.
(2) Section 3(a), V.T.1.C. Article
1.14-2, refers to insurance that cannot be
obtained from"licensed" insurers. The
revised | aw substitutes "authorized" for
"licensed" throughout this chapter because
"certificate of authority” is the term used
t hroughout this code in relation to an
entity's authority to engage in business.
(3) The definition of "stanping office"
is derived from Section 6A(a), V.T.1.C
Article 1.14-2, and is added to the revised
law for drafting convenience and to elimnate
frequent, unnecessary repetition of the
substance of the definition.
Revi sed Law
Sec. 981.003. APPLICABILITY OF CHAPTER. This chapter
applies to insurance:
(1) of a subject that is resident, |ocated, or to be
performed in this state; and
(2) that is obtained, continued, or renewed through:
(A) negotiations or an application wholly or
partly occurring or made within or fromwthin this state; or
(B) premuns wholly or partly remtted directly
or indirectly fromwithin this state. (V.T.1.C. Art. 1.14-2,
Sec. 3(b).)

Source Law

(b) Any insurance of subjects resident,
| ocated or to be perforned in this state,
procured through negotiations or an
application, in whole or in part occurring or
made within or fromwthin this state, or for
which premuns in whole or in part are
remtted directly or indirectly fromwthin
this state, shall be deened to be insurance



procured, or continued or renewed in this
state within the intent of Paragraph (a).

Revi sed Law
Sec. 981.004. SURPLUS LI NES | NSURANCE AUTHORI ZED. (a) An
eligible surplus lines insurer may provide surplus |ines
i nsurance only if:

(1) the full anmount of required insurance cannot be
obtained, after a diligent effort, froman insurer authorized to
wite and actually witing that kind and class of insurance in
this state;

(2) the insurance is placed through a surplus |ines
agent; and

(3) the insurer neets the eligibility requirements of
Subchapter B as of the inception date and annual anniversary date
of each insurance contract, cover note, or other confirmation of
i nsur ance.

(b) An eligible surplus lines insurer may provide surplus
lines insurance only in the anmount that exceeds the anmount of
i nsurance obtainable fromauthorized insurers. (V.T.1.C
Art. 1.14-2, Secs. 3(a) (part), 5(a), 7(c).)
Source Law

Sec. 3. (a) |If insurance coverages
cannot be procured fromlicensed
insurers after diligent effort, such
coverages . . . may be procured fromeligible
surplus lines insurers subject to the
foll owi ng conditions:
1. The insurance nust be eligible
for surplus lines under Section 5.
2. The insurer nmust be an eligible
surplus lines insurer under Section 8.
3. The insurance nust be placed
through a licensed . . . surplus lines
agent
4. The other applicable provisions
of this section nust be conplied wth.

Sec. 5. (a) No insurance coverage shal
be eligible for surplus Iines unless the ful
anmount of insurance required i s not
procurable, after a diligent effort has been
made to do so, fromanong the insurers
licensed to transact and actually witing
that kind and class of insurance in this
state, and the amount of insurance eligible
for surplus lines shall be only the amount in



excess of the anmount so procurable from
i censed insurers.

[ Sec. 7]

(c) The insurer nust be an eligible
surplus lines insurer as of the inception
date and annual anniversary date of every
i nsurance contract, cover note, or other
confirmation of insurance.

Revi sor's Note

Section 3(a), V.T.I.C Article 1.14-2,
aut hori zes the issuance of surplus lines
insurance if certain requirenents are net,
including a requirement that "[t] he other
applicabl e provisions of this section nust be
conplied with." The revised law omts the
guot ed | anguage as unnecessary. |f another
| aw applies, that |aw provides sufficient
authority to require conpliance.

Revi sed Law

Sec. 981.005. VALIDITY OF CONTRACTS. (a) Unless a materi al
and intentional violation of this chapter or Section 12, Article
1.14-2, exists, an insurance contract obtained froman eligible
surplus lines insurer is:

(1) wvalid and enforceable as to all parties; and
(2) recognized in the sane manner as a conparable
contract issued by an authorized insurer.

(b) A material and intentional violation of this chapter or
Section 12, Article 1.14-2, does not preclude the insured from
enforcing the insured' s rights under the contract. (V.T.1.C.
Art. 1.14-2, Sec. 9.)

Source Law

Sec. 9. (a) Insurance contracts
procured froman eligible surplus |ines
insurer shall be fully valid and enforceabl e
as to all parties, and shall be given
recognition in all matters and respects to
the sane effect and extent as |like contracts
i ssued by licensed insurers unless there was
a material and intentional violation of this
Article.

(b) In the event of a material and
intentional violation of this Article, the
i nsured shall not be precluded from enforcing
his rights in accordance with the terns and
provi sions of such contract.



Revi sed Law
Sec. 981.006. SANCTIONS. Chapter 82 applies to a surplus
lines agent or an eligible surplus Iines insurer that violates:
(1) this chapter
(2) Section 12, Article 1.14-2; or
(3) arule or order adopted under Subchapter B or
Section 981.005. (V.T.1.C. Art. 1.14-2, Secs. 17, 17A.)
Source Law

Sec. 17. Any violation of this Article
shall subject the surplus |ines agent or
eligible surplus lines insurer to all of the
provi sions and sanctions contained in Section
7, Article 1.10, of this Code.

Sec. 17A. If a surplus |ines agent or
eligible surplus lines insurer violates
Section 8 or 9 of this article or a rule,
regul ati on, or order adopted under that
provi sion, the State Board of Insurance may
assess a penalty agai nst that agent or
insurer as provided by Section 7, Article
1.10, of this code.

Revi sor's Note
Section 17A, V.T.1.C. Article 1.14-2,
refers to a "rule, regulation, or order."
Thr oughout this chapter, the revised | aw
omts "regulation" as unnecessary. Under
Section 311. 005, CGovernnent Code (Code
Construction Act), a rule is defined to
include a regulation. That definition
applies to the revised | aw
Revi sed Law
Sec. 981.007. LIABILITY OF SURPLUS LI NES | NSURER FOR LOSSES
AND UNEARNED PREM UMS. (a) This section applies if:
(1) an eligible surplus lines insurer has assunmed a
ri sk under this chapter; and
(2) the surplus lines agent who placed the insurance
has received the premiumfor that risk
(b) If a coverage question between the eligible surplus
lines insurer and the insured arises regarding the assuned ri sk,
the insurer is considered to have received the prem um due for
t hat cover age.
(c) The eligible surplus Iines insurer is liable to the
i nsured for any:
(1) loss covered by the insurance; and
(2) unearned prem um payable to the insured on
cancel | ati on of the insurance.




(d)

surplus |ines agent

This section applies wthout regard to whether the

is indebted to the insurer regarding the

i nsurance or for any other cause.

An eligible surplus lines insurer that assunmes a risk
under this chapter subjects itself to this section. (V.T.I.C
Art. 1.14-2, Sec.

(e)

Sec.

981. 008.

10.)

Source Law

Sec. 10. If the surplus lines insurer
has assunmed the risk in accordance with this
Article and if the prem umtherefor has been
received by the surplus |ines agent who
pl aced such insurance, then in all questions
thereafter arising under the coverage as
between the insurer and the insured the
insurer shall be deened to have received the
premumdue to it for such coverage; and the
insurer shall be liable to the insured as to
| osses covered by such insurance, and for
unear ned prem uns whi ch may becone payable to
the insured upon cancellation of such
i nsurance, whether or not in fact the surplus
lines agent is indebted to the insurer with
respect to such insurance or for any other
cause. FEach surplus lines insurer assumng a
surplus lines risk under this Article shall
be deened thereby to have subjected itself to
the ternms of this subsection.

Revi sed Law
SURPLUS LI NES | NSURANCE PREM UM TAX. The

prem unms charged for surplus lines insurance are subject to the
prem umtax inmposed under Section 12, Article 1.14-2. (New.)

Sec.

981. 009.

Revisor's Note
Section 12, Article 1.14-2, is not
revised as a part of this chapter. For the
conveni ence of the reader, the revised | aw
adds a reference to that section.
Revi sed Law
RULES. The conmi ssioner nmay adopt rules to

enforce this chapter. (V.T.1.C Art. 1.14-2, Sec. 3A (part).)

Source Law

Sec. 3A. The State Board of |nsurance
may pronul gate rules to enforce this
article.



Revi sor's Note

Section 3A, V.T.1.C. Article 1.14-2,
refers to the "State Board of Insurance.”
Chapter 685, Acts of the 73rd Legislature,
Regul ar Session, 1993, abolished the State
Board of Insurance and transferred its
functions to the comm ssioner of insurance
and the Texas Departnment of |nsurance.
Chapter 31 of this code defines
"conmm ssioner” and "departnment" for purposes
of this code and the other insurance | aws of
this state to nmean the conmm ssi oner of
i nsurance and the Texas Departnent of
| nsurance, respectively. Throughout this
chapter, references to the State Board of
| nsurance have been changed appropriately.

[ Sections 981. 010-981. 050 reserved for expansion]
SUBCHAPTER B. ELI G BILITY REQUI REMENTS FOR SURPLUS
LI NES | NSURERS
Revi sed Law

Sec. 981.051. AUTHORI ZATI ON REQUI RED. (a) Before an
insurer may issue surplus lines insurance, the insurer nust hold
an authorization to engage in the business of insurance fromits
domciliary state or country.

(b) The authorization fromthe domciliary state or country
nmust be for the sanme kind or class of insurance to be witten in
this state as surplus lines insurance.

(c) The surplus lines insurer nust provide to the
conmi ssi oner satisfactory evidence that the insurer holds the
aut hori zation. (V.T.1.C. Art. 1.14-2, Secs. 8(g), (m.)

Source Law

(g) Every insurer proposing to transact
surplus lines insurance within this state
shall hold a current |icense or authority
fromits domciliary state or country to
conduct the business of insurance. The
license or authority fromthe domciliary
state or country nust be for the kind or
class of insurance to be witten in this
state as surplus |lines insurance, and
sati sfactory evidence that the insurer hol ds
the required |icense or authorization nust be
provided to the Conm ssioner of Insurance.

(m An insurer is not an eligible
surplus lines insurer unless it is authorized
to wite the sane coverage in the



jurisdiction in which the insurer is |icensed
or certificated to do busi ness.

Revisor's Note
Sections 8(g) and (m, V.T.1.C. Article
1.14-2, refer to an insurer that holds a
"current license or authority" or that is
"licensed or certificated.”" The revised |aw
omts "current license,” "authority," and
"certificated" as unnecessary because those
terms are included in an "authorization" to
engage in the business of insurance. For
exanple, if an insurer possessed an expired
license, that insurer would not be authorized
to engage in the business of insurance in the
insurer's domciliary state.
Revi sed Law
Sec. 981.052. (GOOD REPUTATI ON AND PROVPT SERVI CE REQUI RED.
To issue surplus lines insurance, an insurer nust have a good
reputation and provi de reasonably pronpt service to its
policyholders in the paynment of just |osses and cl ai ns.
(V.T.1.C. Art. 1.14-2, Sec. 8(h).)
Source Law

(h) The insurer mnmust be of good repute
and provide reasonably pronpt service to its
policyholders in the paynment of just |osses
and cl ai ns.

Revi sed Law
Sec. 981.053. COVWPETENCE, TRUSTWORTHI NESS, AND EXPERI ENCE
REQUI RED. An insurer may not issue surplus lines insurance if:
(1) the insurer's managenent is:
(A) inconpetent or untrustworthy; or
(B) so lacking in insurance conpany manageri al
experience as to make the insurer's proposed operation hazardous
to the insurance-buying public; or
(2) the conm ssioner has good reason to believe that
the insurer is affiliated directly or indirectly, through
ownershi p, control, reinsurance transactions, or other insurance
or business relations, with a person whose busi ness operations
are or have been detrinmental to policyhol ders, sharehol ders,
investors, creditors, or the public. (V.T.1.C. Art. 1.14-2, Sec.

8(i).)

Source Law

(1) No insurer shall be eligible if the
managenent i s inconpetent or untrustworthy,



or so lacking in insurance conpany mnanageri al
experience as to make its proposed operation
hazardous to the insurance-buying public; or
if the State Board of Insurance has good
reason to believe that it is affiliated
directly or indirectly through ownership,
control, reinsurance transactions or other

i nsurance or business relations, with any
per son whose busi ness operations are or have
been detrinmental to policyhol ders,

st ockhol ders, investors, creditors or to the
publi c.

Revi sed Law
Sec. 981.054. CERTAIN PRECONDI TI ONS NOT ALLOWED. An

eligible surplus lines insurer may not require as a condition
precedent to witing new or renewal surplus lines insurance that
the insured or prospective insured place with the insurer other
i nsurance that is not obtainable as surplus |Iines insurance.
(V.T.1.C. Art. 1.14-2, Sec. 8(k).)

Source Law

(k) No new or renewal surplus lines
i nsurance shall be placed with any eligible
surplus lines insurer which requires as a
condition precedent to witing such new or
renewal insurance that the prospective
insured or the insured place other insurance
not procurable as surplus |ines insurance
with such eligible surplus Iines insurer.

Revi sed Law
Sec. 981.055. FAILURE TO PAY PENALTY. An insurer may not
i ssue surplus lines insurance if the insurer or its agents have
failed to pay a statutory penalty inposed on the insurer or its
agents. (V.T.1.C. Art. 1.14-2, Sec. 8(j) (part).)
Source Law

(Jj) No insurer shall be eligible if the
insurer or its agents have failed to submt
to any fine or penalty |evied pursuant to
statute.

Revi sor's Note

Section 8(j), V.T.1.C. Article 1.14-2,
refers to a "fine or penalty.” The revised
law omts "fine" as unnecessary because it is
included in the neaning of "penalty."




Revi sed Law
Sec. 981.056. FAILURE TO PAY PREM UM TAXES. An insurer may
not issue surplus lines insurance if the insurer is obligated to
pay a premiumtax in this state and has not paid the tax.
(V.T.1.C Art. 1.14-2, Sec. 8(j) (part).)
Source Law

(j) . . . Noinsurer shall be eligible
if the insurer is obligated to pay and has
failed to pay premumtaxes in the
state.

Revi sed Law
Sec. 981.057. M N MUM CAPI TAL AND SURPLUS REQUI REMENTS. (a)
Except as provided by Subsection (b), an eligible surplus |lines
insurer nust maintain capital and surplus in an anount of at
| east $15 million.
(b) If an eligible surplus lines insurer is an insurance
exchange created by the | aws of another state:

(1) the syndicates of the exchange nust nmaintain under
ternms acceptable to the conm ssioner capital and surplus, or the
equi val ent under the | aws of the exchange's domiciliary
jurisdiction, in an anount of at least $75 million in the
aggr egat e;

(2) the exchange nust maintain under terns acceptable
to the comm ssioner at |east 50 percent of the policyhol der
surplus of each individual syndicate in a custodial account
accessible to the exchange or the exchange's domciliary
conmmi ssioner in the event of insolvency or inpairment of the
i ndi vi dual syndi cate; and

(3) an individual syndicate, to be eligible to accept
surplus lines insurance placenents fromthis state as an exchange
menber, nust maintain under terns acceptable to the comm ssioner
capital and surplus, or the equival ent under the | aws of the
exchange's domciliary jurisdiction, in the anmount of at |east:

(A) $5 million, if the syndicate is a nenber of
an insurance exchange that maintains at |least $15 million for the
protection of all exchange policyhol ders; or

(B) the greater of:

(i) the mninmumcapital and surplus of the
exchange's domciliary jurisdiction; or
(ii) $15 mllion. (V.T.I.C Art. 1.14-2,

Sec. 8(b) (part).)
Source Law

(b) . . . An insurer shall not be an
eligible surplus lines insurer unless:
(1) the insurer has a m ni mum



Sec.

981. 058.

capital and surplus of $15 million; or

(2) in the case of an insurance
exchange created by the | aws of another
state:

(A) the syndicates of the
exchange nust maintain under terns acceptable
to the comm ssioner capital and surplus, or
its equivalent under the laws of its
domciliary jurisdiction, of not |ess than
$75 mllion in the aggregate;

(B) the exchange nust
mai ntai n under terns acceptable to the
conmi ssioner at |east 50 percent of the
pol i cyhol der surplus of each syndicate in a
custodi al account accessible to the exchange
or its domciliary comm ssioner in the event
of insolvency or inpairment of the individual
syndi cate; and

(C© each individua
syndicate, to be eligible to accept surplus
i nes insurance placenments fromthis state as
a nmenber of the exchange nust neet either of
the follow ng requirenents:

(i) in the case of an
i nsurance exchange that maintains funds in an
amount of at least $15 million for the
protection of all exchange policyhol ders, the
syndi cate nust maintain under terns
acceptable to the comm ssioner m ni mum
capital and surplus, or its equival ent under
the laws of its domciliary jurisdiction, of
at least $5 million; or

(it) 1n the case of an
i nsurance exchange that does not nmaintain
funds in an anmount of at least $15 million
for the protection of all exchange
pol i cyhol ders, the syndicate nust maintain
under terns acceptable to the comm ssioner
m ni mum capital and surplus, or its
equi val ent under the laws of its domciliary
jurisdiction, of at |least the greater of:

(a) the m nimum
capital and surplus of its domciliary
jurisdiction; or

(b) $15 million.

Revi sed Law
ALI EN | NSURERS: TRUST FUND REQUI REMENT. I n




addition to neeting the mnimum capital and surplus requirenents
prescri bed by Section 981.057, an alien surplus lines insurer
nmust provi de evidence that:

(1) the insurer maintains in the United States an
irrevocable trust fund in a Federal Reserve System nenber bank in
an anount of at least $5.4 mllion for the protection of all its
pol i cyholders in the United States; and

(2) the trust fund consists of:

(A) cash;

(B) securities;

(C letters of credit; or

(D) investnents of substantially the same
character and quality as those that are eligible investnments for
the capital and statutory reserves of an insurer authorized to
wite simlar kinds and classes of insurance in this state.
(V.T.1.C. Art. 1.14-2, Sec. 8(d).)

Source Law

(d) In addition to neeting the m ninmm
capital and surplus requirenments provided by
this section, an alien insurer nust provide
evidence that it maintains in the United
States an irrevocable trust fund in a Federal
Reserve System nmenber bank in an anmount not
less than $5.4 million for the protection of
all its policyholders in the United States
and that the trust fund consists of cash,
securities, letters of credit, or investnents
of substantially the sane character and
quality as those that are eligible
investnments for the capital and statutory
reserves of authorized insurers licensed to
wite |ike kinds and classes of insurance in
this state.

Revi sed Law

Sec. 981.059. ALTERNATI VE FOR CERTAI N | NSURER GROUPS. (a)
This section applies only to an insurer group that includes
uni ncor por ated indi vidual insurers.

(b) Instead of the m ninmum capital and surplus requirenents
prescri bed by Section 981.057, an insurer group may naintain a
trust fund in an amount of at least $50 million as security to
the full anmpbunt of the trust fund for all policyhol ders and
creditors in the United States of each group nenber.

(c) Except as provided by this section, the trust fund nust
conply with the terns specified by Section 981.058 for the trust
fund required by that section. (V.T.1.C Art. 1.14-2, Sec.

8(f).)




Source Law

(f) Instead of the m ninmum capital and
surplus requirenents provided by this
section, a group of insurers, which group
i ncl udes uni ncor porated individual insurers,
may maintain a trust fund in an amount not
| ess than $50 million as security to the ful
amount of the trust fund for al
pol i cyhol ders and creditors in the United
States of each nenber of the group. Except
as specifically otherw se provided by this
subsection, the trust fund nust conply with
the ternms and conditions provided by
Subsection (d) of this section for the trust
fund required by that subsection.

Revi sor's Note
Section 8(f), V.T.1.C. Article 1.14-2,
refers to "terns and conditions.” The
revised law omts "conditions" because
"conditions" is included in the neaning of
"terns."
Revi sed Law
Sec. 981.060. EXEMPTION DUE TO M NI MUM PREM UM LEVEL. (a)
The conm ssioner by rule shall exenpt an eligible surplus lines
insurer fromthe mninmum capital and surplus requirenents
prescribed by Section 981.057 if the insurer wites |less than a
m ni mum | evel of insurance premumin this state.
(b) The rules nmust specify the m ninum |l evel of insurance
premum (V.T.1.C. Art. 1.14-2, Sec. 8(c) (part).)
Source Law

(c) . . . The conm ssioner, by rule,
shall exenpt an insurer fromthe m ni mum
capital and surplus requirenments of
Subsection (b) of this section if the insurer
wites less than a m nimum | evel of insurance
premumin this state. The rules nust specify
the m ninum | evel of insurance prem um

Revi sed Law
Sec. 981.061. EXEMPTI ON DUE TO CERTAI N | NSURER
CHARACTERI STI CS. The comm ssi oner may exenpt an eligible surplus
lines insurer fromthe m ninum capital and surplus requirenents
prescribed by Section 981.057 if the comm ssioner determ nes,
after a hearing, that the exenption is warranted based on factors
such as:




(1) the insurer's quality of managenent;

(2) the capital and surplus of a parent conpany;

(3) the insurer's underwiting profit and investnent
i ncone trends;

(4) the insurer's reinsurance contracts;

(5) the insurer's record and reputation in the
i ndustry; and

(6) any other information the conmm ssioner requires to
make a determnation. (V.T.1.C Art. 1.14-2, Sec. 8(c) (part).)

Source Law

(c) An insurer may be exenpt fromthe
m ni mum capi tal and surplus requirenents
provi ded by Subsection (b) of this section if
t he Comm ssioner of Insurance finds, after
public hearing, that the exenption is
warrant ed based on factors such as quality of
managenent, capital and surplus of any parent
conpany, conpany underwiting profit and
i nvestment inconme trends, reinsurance
contracts, conpany record and reputation
within the industry, and other information
t he conm ssioner requires to nmake a
determ nati on

Revi sed Law
Sec. 981.062. EXEMPTION DUE TO SI ZE OF | NSURER AND OTHER

FACTORS. (a) The conm ssioner may exenpt an eligible surplus
lines insurer fromthe m ninum capital and surplus requirenents
prescribed by Section 981.057 if the comm ssioner determ nes,
after a hearing, that the insurer conplies with the foll ow ng
requi renments:

(1) the insurer has capital and surplus in an anmount
of at least $6 m i on;

(2) the amount of net risk retained by the insurer
after ceding to a reinsurer is reasonable and does not exceed 10
percent of the insurer's capital and surplus;

(3) the annual ratio of net witten premuns to
surplus of the insurer does not exceed 2.5 to 1

(4) the insurer's reinsurance conpany is rated at
| east "B+" by the A. M Best Conpany;

(5) the ownership interest in the insurer of an agent
who pl aces insurance with the insurer does not exceed 10 percent;

(6) the insurer's managi ng head, officers, or
directors have sufficient insurance ability, standing, and good
record to make probable the continued success of the insurer;

(7) the conposition, quality, duration, and liquidity
of the insurer's investnent portfolio are prudent;




(8) the insurer is audited annually by an independent
certified public accountant who is in good standing with the
American Institute of Certified Public Accountants and is
licensed to practice by the Texas State Board of Public
Accountancy, and a copy of the audit is filed with the
comm SSi oner;

(9) the nunber and type of conplaints against the
insurer are not excessive in relation to the nunber of insurance
policies witten by the insurer; and

(10) the insurer is acting in good faith in requesting
an exenption.

(b) The conm ssioner may wai ve any of the requirenents
applicable to an insurer under Subsection (a) if, in the
conmi ssioner's judgnent, a waiver would not adversely affect the
insurer's policyhol ders.

(c) The conm ssioner may annually renew the exenption if
the eligible surplus lines insurer certifies each year that the
insurer continues to conply with the requirenents under
Subsection (a).

(d) The conmm ssioner may hold a hearing at any tine to
determne if the continued exenption is warranted. (V.T.I.C
Art. 1.14-2, Sec. 8(e).)

Source Law

(e) A surplus lines insurer may be
exenpt fromthe m nimum capital and surplus
requirenents of this article if the
conmi ssioner finds, after a public hearing,
that the applicant for exenption conplies
wi th each of the foll ow ng conditions:

1. the insurer has at |east $6
mllion in capital and surplus;

2. the amount of net risk retained
after ceding to a reinsurer is reasonable and
does not exceed 10 percent of the capital and
surplus of the insurer;

3. the annual ratio of net witten
prem unms to surplus of the insurer does not
exceed 2.5 to 1;

4. the reinsurance conpany of the
insurer is rated at |east "B+" by the A M
Best Conpany;

5. the ownership interest in the
i nsurer of an agent who places insurance with
it does not exceed 10 percent;

6. the officers, directors, or
managi ng head have sufficient insurance
ability, standing, and good record to render



conti nued success of the conpany probabl e;

7. the conposition, quality,
duration, and liquidity of the insurer's
i nvestnent portfolio are prudent;

8. the insurer is audited annually
by an independent certified public accountant
who is in good standing with the American
Institute of Certified Public Accountants and
is licensed to practice by the Texas State
Board of Public Accountancy, and a copy of
such audit is filed with the conm ssioner;

9. the nunber and type of
conplaints are not excessive relative to the
nunber of insurance policies witten; and

10. the insurer is acting in good
faith in applying for an exenption.

The conm ssioner may continue the
exenption in force on an annual basis upon
the filing of a certificate by the insurer
t hat the above conditions remain true and
correct. The comm ssioner may hold a public
heari ng, however, at any tine to determ ne
that the continued exenption is warranted.
The conmm ssioner may wai ve any of the above
10 conditions if in her or his judgnent the
pol i cyhol ders of the insurer would not be
adversely affected thereby.

Revi sor's Note
Section 8(e), V.T.1.C. Article 1.14-2,

refers to a "public hearing.” Throughout
this chapter, the revised |law omts "public"
as unnecessary. |In context, "hearing" neans

a hearing open to the public.
Revi sed Law
Sec. 981.063. COW SSI ONER OR DEPARTMENT NOT RESPONSI BLE
FOR DETERM NI NG UNAUTHORI ZED | NSURER S FI NANCI AL CONDI TI ON OR
CLAI M5 PRACTI CES. Thi s subchapter does not inpose on the
conmi ssioner or department a responsibility to determ ne the
actual financial condition or clains practices of an unauthorized
i nsurer as described by Chapter 101. (V.T.1.C Art. 1.14-2, Sec.

8(1).)

Source Law

(I') This section shall not be deened to
cast upon the State Board of Insurance any
duty or responsibility to determ ne the
actual financial condition or clains practice



of any unlicensed insurer or any unauthorized
insurer as defined in Article 1.14-1 of this
code.

Revi sor's Note
(1) Section 8(l), V.T.1.C. Article
1.14-2, refers to a "duty or responsibility."
The revised law omts "duty” as unnecessary
because it is included in the neani ng of
"responsibility."
(2) Section 8(l), V.T.1.C. Article
1.14-2, refers to "any unlicensed insurer or
any unaut hori zed insurer as defined in
Article 1.14-1 of this code."” The revised
law omits "unlicensed insurer” as unnecessary
because it is included in the neaning of
"unaut hori zed insurer."
Revi sed Law
Sec. 981.064. COW SSI ONER MAY ORDER REVOCATI ON OF
CONTRACTS. The conmi ssioner nmay order the revocation of an
i nsurance contract issued by an eligible surplus |ines insurer
t hat does not neet the eligibility requirenments of this
subchapter. (V.T.1.C Art. 1.14-2, Sec. 8(j) (part).)
Source Law

(j) . . . The State Board of |nsurance
may order revocation of insurance contracts
i ssued by insurers that do not conformwth
the eligibility requirenments of this section.

Revi sed Law
Sec. 981.065. APPLICABILITY TO CONTRACT EXTENSI ON. Thi s
subchapter and Sections 981.101(b), 981.210, and 981.211 apply to
an extension of an insurance contract beyond its original
expiration date. (V.T.1.C. Art. 1.14-2, Sec. 7(d).)
Source Law

(d) An extension of a contract beyond
its original expiration date shall be subject
to Section 7(a) and Section 8 of this
Article.

[ Sections 981. 066-981. 100 reserved for expansi on]

SUBCHAPTER C. REQUI REMENTS AND PROCEDURES FOR | SSUANCE OF
SURPLUS LI NES DOCUMENTS
Revi sed Law
Sec. 981.101. REQUI REMENTS FOR SURPLUS LI NES DOCUMENTS. (a)




In this section, "surplus |ines docunent” neans each new or
renewal insurance contract, certificate, cover note, or other
confirmation of insurance obtained and delivered as surplus |ine
coverage under this chapter
(b) A surplus lines docunent nust state, in 11-point type,
the foll ow ng:
This insurance contract is with an insurer not licensed to
transact insurance in this state and is issued and delivered as
surplus |ine coverage under the Texas insurance statutes. The
Texas Departnent of |Insurance does not audit the finances or
review t he solvency of the surplus lines insurer providing this
coverage, and the insurer is not a nmenber of the property and
casual ty insurance guaranty association created under Article
21.28-C, Insurance Code. Section 12, Article 1.14-2, Insurance
Code, requires paynent of a (insert appropriate tax rate)
percent tax on gross prem um
(c) A surplus lines docunent nust show
(1) the description and |ocation of the subject of the
i nsur ance;
(2) the coverage, conditions, and termof the
i nsur ance;
(3) the premumand rate charged, and prem umtaxes to
be collected fromthe insured,
(4) the nanme and address of:
(A) the insured;
(B) the insurer; and
(© the insurance agent who obtained the surplus
I ine coverage; and
(5) if the direct risk is assuned by nore than one
i nsurer:
(A) the nane and address of each insurer; and
(B) the proportion of the entire direct risk
assuned by each insurer. (V.T.1.C. Art. 1.14-2, Secs. 7(a), (b).)
Source Law

Sec. 7. (a) Every new or renewal insurance contract,
certificate, cover note or other confirmation of insurance
procured and delivered as a surplus |line coverage pursuant to
this Article shall bear the nane and address of the insurance
agent who procured it and shall have stanped or affixed upon it
in 11-point type the followng: "This insurance contract is with
an insurer not licensed to transact insurance in this state and
is issued and delivered as a surplus line coverage pursuant to
the Texas insurance statutes. The State Board of |nsurance does
not audit the finances or review the solvency of the surplus
lines insurer providing this coverage, and this insurer is not a
menber of the property and casualty insurance guaranty
associ ation created under Article 21.28-C, Insurance Code.



Article 1.14-2, Insurance Code, requires paynent of
(insert appropriate tax rate) percent tax on gross premum”"

(b) Such docunent shall show the description and | ocation
of the subject of the insurance, coverage, conditions and term of
the insurance, the premium and rate charged and prem umtaxes to
be collected fromthe insured, and the nane and address of the
insured and insurer. If the direct risk is assumed by nore than
one insurer, the docunent shall state the name and address and
proportion of the entire direct risk assunmed by each insurer.

Revi sed Law
Sec. 981.102. LIMT ON USE OF SURPLUS LI NES POLI CY OR

CONTRACT FORMS. A surplus lines insurance policy or contract form
may not be used unless use of the formis:

(1) reasonably necessary for the principal purposes of
t he i nsurance coverage; or

(2) not contrary to the purposes of this chapter
regardi ng the reasonable protection of authorized insurers from
unwarranted conpetition by unauthorized insurers. (V.T.I.C
Art. 1.14-2, Sec. 5(b).)

Source Law

(b) Policy or contract forns shall not be eligible unless
the use is reasonably necessary for the principal purposes of the
coverage or unless the use would not be contrary to the purposes
of this Article with respect to the reasonabl e protection of
aut hori zed insurers fromunwarranted conpetition by unauthorized
i nsurers.

Revi sed Law
Sec. 981.103. DELIVERY TO I NSURED OF SURPLUS LI NES
DOCUMENTS. (a) On placing new or renewal surplus |ines coverage,
a surplus lines agent shall pronmptly issue and deliver to the
insured or to the insured' s agent the follow ng evidence of
i nsur ance:

(1) the policy issued by the insurer; or
(2) if the policy is not available, a certificate,
cover note, or other confirmation of insurance.

(b) If the policy is not available at the time of placenent
of the insurance, the surplus |ines agent shall, on the insured's
request and as soon as reasonably possi bl e:

(1) obtain the policy fromthe insurer; and

(2) deliver the policy to the insured to replace the
certificate, cover note, or other confirmation of insurance
previously issued.

(c) A surplus lines agent may not deliver the evidence of
i nsurance described by Subsection (a), or purport to insure or
represent that insurance will be or has been granted by an



eligible surplus lines insurer, unless the agent:
(1) has prior witten authority fromthe insurer for
t he i nsurance; or
(2) has received information fromthe insurer in the
regul ar course of business that:
(A) the insurance has been granted; or
(B) an insurance policy providing the insurance
actual ly has been issued by the insurer and delivered to the
insured. (V.T.1.C. Art. 1.14-2, Secs. 6(a), (c), (e).)
Source Law

Sec. 6. (a) Upon placing a new or renewal surplus |ine
coverage, the surplus lines agent shall pronptly issue and
deliver to the insured or his agent, as the case may be, evidence
of the insurance consisting either of the policy as issued by the
insurer or, if such policy is not then available, a certificate,
cover note or other confirmation of insurance.

(c) No surplus lines agent shall deliver any such docunent,
or purport to insure or represent that insurance will be or has
been granted by any eligible surplus Iines insurer unless he has
prior witten authority fromthe insurer for the insurance, or
has received information fromthe insurer in the regular course
of business that such insurance has been granted, or an insurance
policy providing the insurance actually has been issued by the
insurer and delivered to the insured.

(e) If a policy issued by the insurer is not avail able upon
pl acenent of the insurance and the surplus |ines agent has
delivered a certificate, cover note or confirmation, as
her ei nabove provi ded, upon request therefor by the insured the
surplus |ines agent shall as soon as reasonably possible procure
fromthe insurer its policy evidencing the insurance and deliver
the policy to the insured in replacenent of the certificate,
cover note or confirmation theretofore issued.

Revi sed Law
Sec. 981.104. DELIVERY TO I NSURED OF REVI SED SURPLUS LI NES

DOCUMENTS. (a) A surplus lines agent shall pronptly deliver to
the insured a substitute certificate, cover note, confirmation,
or endorsenent for the original docunent show ng the current
status of the coverage and the insurers responsible for that
coverage if, after the delivery of the original docunent, a
change i s nade:

(1) to the identity of the insurers;

(2) to the proportion of the direct risk assuned by
the insurer as stated in the original docunent; or

(3) in any other material respect as to the insurance




coverage evi denced by the docunent.

(b) A change made under Subsection (a) may not result in
coverage or an insurance contract that would violate this chapter
or Section 12, Article 1.14-2, if originally issued on that
basis. (V.T.1.C. Art. 1.14-2, Sec. 6(d).)

Source Law

(d) If after the delivery of any such docunent there is any
change as to the identity of the insurers, or the proportion of
the direct risk assuned by the insurer as stated in the original
certificate, cover note or confirmation, or in any other material
respect as to the insurance coverage evidenced by such a
docunent, the surplus lines agent shall pronptly deliver to the
insured a substitute certificate, cover note, confirmation or
endorsenment for the original such docunent, accurately show ng
the current status of the coverage and the insurers responsible
t hereunder. No such change shall result in a coverage or
i nsurance contract which would be in violation of this Article if
originally issued on such basis.

Revi sor's Note
Section 6(d), V.T.1.C. Article 1.14-2, requires that a
substitute docunent "accurately” show the current status of the

cover age. The revised aw omts "accurately" as unnecessary and
as not adding to the clear neaning of the law. In the context of
t he section, "accurately” is included in the neaning of

"showi ng." The absence of "accurately" does not inply that the

docunent may "inaccurately" show coverage.
Revi sed Law
Sec. 981.105. FILING WTH STAMPI NG OFFI CE. (a) Not later
than the 60th day after the later of the effective date or the
i ssue date of new or renewal surplus |ines insurance, a surplus
lines agent shall file with the stanping office:

(1) a copy of the policy issued; or

(2) if the policy has not been issued, a copy of the
certificate, cover note, or other confirmation of insurance
delivered to the insured.

(b) A surplus lines agent shall also pronptly file with the
st anpi ng of fi ce:

(1) a copy of each substitute certificate, cover note,
or other confirmation of insurance delivered to an insured;

(2) a copy of each endorsenent of an original policy,
certificate, cover note, or other confirmation of insurance
delivered to an insured; and

(3) a nmenorandum fromthe agent informng the stanping
of fice of the substance of any change represented by a docunent
descri bed by Subdivision (1) or (2), as conpared with the
original coverage. (V.T.1.C Art. 1.14-2, Sec. 6(b).)




Source Law

(b) Wthin 60 days after the effective date or issue date,
whi chever is later, of any new or renewal surplus |ines insurance
contract, the surplus lines agent shall file with the Surplus
Lines Stanping Ofice of Texas a true and correct copy of the
contract issued. If a contract has not been issued, the surplus
lines agent shall so file a true and correct copy of his
certificate, cover note or other confirmation of insurance as
delivered to the insured. The surplus lines agent shall |ikew se
promptly file with the Surplus Lines Stanmping Ofice of Texas a
true and correct copy of any substitute certificate, cover note
or other confirmation of insurance, and of every endorsenent of
an original policy, certificate, cover note or other confirmation
of insurance, delivered to an insured, together with such surplus
lines agent's nenorandum inform ng the Surplus Lines Stanping
O fice of Texas as to the substance of any change represented by
such substitute certificate, cover note or other confirmation, or
of any such endorsenent, as conpared with the coverage as
originally placed or issued.

Revi sor's Note
Section 6(b), V.T.1.C. Article 1.14-2, refers to "true and
correct” copies. The revised law omts the quoted | anguage as
unnecessary because "true and correct” is included in the neaning
of "copy." For exanple, the absence of "true and correct"” before
"copy" does not inply that one can nmake a fraudul ent copy of a
docunent required by a statute.
[ Sections 981. 106-981. 150 reserved for expansi on]
SUBCHAPTER D. SURPLUS LI NES STAMPI NG OFFI CE
Revi sed Law
Sec. 981.151. STATUS AS NONPROFI T ASSOCI ATI ON. The Surpl us
Lines Stanping Ofice of Texas is a nonprofit association.
(V.T.1.C Art. 1.14-2, Sec. 6A(a) (part).)
Source Law

Sec. 6A. (a) There is hereby created a nonprofit
associ ation to be known as the Surplus Lines Stanping Ofice of
Texas.

Revi sor's Note
Section 6A(a), V.T.1.C. Article 1.14-2, creates the Surplus
Lines Stanping Ofice of Texas. The revised law omts "[t]here
i s hereby created” as unnecessary because the | aw creating the
office is executed.

Revi sed Law
Sec. 981.152. BOARD OF DI RECTORS. (a) The board of
directors of the stanping office exercises the powers of the




of fice.
(b) The board consists of nine nenbers appointed by the
conm ssioner. Four menbers nust represent the public and have a
m ni mum of three years of experience in purchasing conmerci al
i nsurance. A public representative may not:
(1) be an officer, director, or enployee of an
i nsurer, insurance agency, agent, broker, solicitor, or adjuster
or any other business entity regul ated by the departnent;
(2) be a person required to register under Chapter
305, CGovernnent Code; or
(3) be related to a person described by Subdivision
(1) or (2) within the second degree by affinity or consanguinity.
(c) A board nmenber serves a termas established in the plan
of operation. (V.T.1.C Art. 1.14-2, Secs. 6A(b) (part), (c).)
Source Law

(b) . . . It shall exercise its powers through a board of
directors established under Subsection (c) of this section.

(c) The stanping office shall function through a board of
directors appointed by the State Board of |nsurance. The board
of directors of the stanping office shall consist of 9 nmenbers,
who serve ternms as established in the plan of operation. Four of
t he menbers of the board of directors nust represent the general
public and shall have a m ninum of three years of experience in
t he purchase of commercial insurance. A public representative
may not be:

(1) an officer, director, or enployee of an insurance
conpany, insurance agency, agent, broker, solicitor, adjuster, or
any ot her business entity regulated by the State Board of
| nsur ance;

(2) a person required to register with the secretary
of state under Chapter 305, Governnent Code; or

(3) related to a person described by Subdivision (1)
or (2) of this subsection within the second degree of affinity or
consangui nity.

Revi sor's Note

Section 6A(c)(2), V.T.I.C. Article 1.14-2, refers to a
person "required to register wwth the secretary of state under
Chapter 305, Governnent Code." The revised law omts the
reference to the secretary of state because under Chapter 304,
Acts of the 72nd Legi sl ature, Regul ar Session, 1991, a person
formerly required to register with the secretary of state nust
now register with the Texas Ethics Conm ssion under Chapter 305,
Governnment Code. A reference to the Texas Ethics Conmm ssion is
unnecessary because Chapter 305, Governnent Code, provides for
registration only with that agency.




Revi sed Law

Sec. 981.153. PLAN OF OPERATION. (a) The procedures to
adm ni ster the stanping office are established by a plan of
operation approved by the comm ssioner. The plan of operation
establishes the terns of the nenbers of the board of directors of
the office.

(b) The stanping office shall submt any anmendnent to the
pl an of operation to the conm ssioner. An anmendnent to the plan
of operation is effective on approval by comm ssioner order.

(c) |If the stanmping office fails to submt a suitable
anmendnent to the plan of operation, the comm ssioner may, after
noti ce and hearing, adopt:

(1) an anendnent to the plan of operation; and
(2) any rules necessary or advisable to inplenent this
subchapt er

(d) A rule adopted under Subsection (c) continues until:

(1) nrodified by the conm ssioner; or

(2) superseded by an anendnent to the plan of
operation submtted by the stanping office and approved by the
comm ssioner. (V.T.1.C Art. 1.14-2, Secs. 6A(c) (part), (d)

(part).)

Source Law

(c) . . . The board of directors of the stanping office
shall . . . serve terns as established in the plan of
oper ati on.

(d) The stanping office shall submt to the State Board of
| nsurance a plan of operation and any anendnents thereto to
provi de operating procedures for the adm nistration of the
stanmping office. The plan of operation and any anmendnents
thereto shall becone effective upon approval by order of the
State Board of Insurance. |If the stanping office fails to submt
a suitable plan of operation within 180 days follow ng the
effective date of this Act or if at any time thereafter the
stanping office fails to submt suitable anmendnents to the plan
of operation, the State Board of Insurance shall, after notice
and hearing, adopt a plan of operation or anendnents to a plan of
operation and promul gate such rules as are necessary or advisable
to effectuate the provisions of this section. Such rules shal
continue in force until nodified by the State Board of |nsurance
or superseded by a plan of operation submtted by the stanping
of fice and approved by the State Board of Insurance.

Revi sor's Note
Section 6A(d), V.T.I.C Article 1.14-2, requires the
stanmping office to "submt to the State Board of |nsurance a plan
of operation” and states that "[i]f the stanping office fails to
submt a suitable plan of operation within 180 days follow ng the




effective date of this Act," the departnent shall adopt a plan.
Section 6A, Article 1.14-2, was added by Section 1, Chapter 561
Acts of the 70th Legislature, Regul ar Session, 1987, effective
August 31, 1987. The revised law omts the quoted | anguage and
any additional |anguage in Section 6A(d) relating to the
subm ssion or approval of the original plan of operation as
unnecessary because it is executed. The revised | aw retains al
| anguage in Section 6A(d) that applies to anmendnents to the
original plan of operation.
Revi sed Law

Sec. 981.154. POWNERS AND DUTIES. (a) The stanping office
shall performits functions under the plan of operation.

(b) The stanping office shall conduct the follow ng
activities as provided in the plan of operation:

(1) receive, record, and review each surplus lines
i nsurance contract that a surplus lines agent is required to file
with the office

(2) provide to the conm ssioner an eval uation of the
eligibility of each surplus lines insurance contract and surplus
| ines insurer;

(3) prepare nonthly reports for the comm ssioner
relating to surplus lines insurance obtained during the preceding
month in a formprescribed by the comm ssioner;

(4) prepare reports for the conm ssioner relating to
surplus |ines business;

(5) collect fromeach surplus |ines agent a stanping
fee for the costs of operations to be paid by the insured and
determ ned by the departnent in an anobunt not to exceed
three-fourths of one percent of gross premiumresulting from
surplus lines insurance contracts;

(6) enploy persons;

(7) borrow noney;

(8) enter into contracts;

(9) performany other acts to facilitate or encourage
conpliance with this chapter and rul es adopted under this
chapter; and

(10) provide any other service incidental or related
to an office purpose. (V.T.1.C. Art. 1.14-2, Sec. 6A(b) (part).)

Source Law

(b) The stanping office shall performits functions under
t he plan of operation established and approved under Subsection
(d) of this section. . . . The stanping office shall conduct the
following activities provided in the plan of operation adopted
under Subsection (d) of this section: (1) receive, record, and
review all surplus lines insurance contracts which surplus |ines
agents are required to file with the stanping office; (2) provide
to the comm ssioner an evaluation of the eligibility of al



surplus lines insurance contracts and surplus lines insurers; (3)
prepare nonthly reports for the comm ssioner on surplus |ines

i nsurance procured during the preceding nonth in such formthe
conmi ssi oner may prescribe; prepare and deliver to the
conmi ssi oner reports of surplus |ines business; (4) collect from
each surplus lines agent a stanping fee for the costs of
operations to be paid by the insured and determ ned by the State
Board of Insurance in an anobunt not to exceed three-quarters of
one percent of gross premumresulting fromsurplus |ines
contracts; (5) enploy and retain such persons as are necessary to
carry out the duties of the stanmping office; (6) borrow noney as
necessary to effect the purposes of the stanping office; (7)
enter contracts as necessary to effect the purposes of the
stanpi ng office; performsuch other acts as will facilitate and
encourage conpliance with the surplus lines law of this state and
rul es pronul gated thereunder; and (8) provide such other services
as are incidental or related to the purposes of the stanping

of fice.

Revi sor's Note

Sections 6A(b)(5), (6), and (7), V.T.1.C. Article 1.14-2,
refer to duties regarding enploying staff, borrow ng noney, and
entering into contracts "necessary"” to "carry out" or "effect”
t he "purposes" or "duties" of the stanmping office. The revised
law omts the quoted references as unnecessary. By referring to
those duties wi thout the qualifying | anguage, the | aw does not
inply that the stanping office nmay perform unnecessary duties or
that it may performthose duties for purposes other than stanping
of fi ce purposes.

Revi sed Law
Sec. 981.155. SUPERVI SI ON BY COWM SSI ONER. The comm ssi oner
shal | supervise the stanping office. The stanping office is
subject to the applicable provisions of this code and rul es of
the conm ssioner. (V.T.I.C Art. 1.14-2, Sec. 6A(b) (part).)
Source Law

(b) . . . The stanping office shall be supervised by the
conmi ssioner and is subject to the applicable provisions of this
code and the rules of the State Board of Insurance.

Revi sed Law

Sec. 981.156. EXAM NATI ON BY COW SSI ONER. (a) The
conmi ssi oner shall exam ne the stanping office at any tinme the
conmi ssi oner considers an exam nati on necessary.

(b) The stanping office shall pay the cost of the
exam nati on

(c) During an exam nation, a stanping office board nenber
of ficer, agent, or enployee:




(1) may be exam ned under oath regarding the operation
of the office; and
(2) shall make avail abl e any book, record, account,
docunent, or agreenent relating to the operation of the office.
(V.T.1.C. Art. 1.14-2, Sec. 6A(e).)
Source Law

(e) The conmm ssioner shall, at such tinmes as he deens
necessary, nmake or cause to be nade an exam nation of the
stanmping office. The cost of any such exam nation shall be paid
by the stanping office. During the course of such exam nation
the directors, officers, agents, and enpl oyees of the stanping
of fice may be exam ned under oath regarding the operation of the
stanmpi ng office and shall nmake avail able all books, records,
accounts, docunents, and agreenents pertaining thereto.

Revi sed Law
Sec. 981.157. IMVMUNITY FROM LI ABILITY. A person or entity
is not liable for, and a cause of action does not arise out of,
an act or omssion in performng a power or duty under this
subchapter if the person or entity is:
(1) the stamping office or a board nenber, officer
agent, or enpl oyee of the stanping office; or
(2) the departnment or an enpl oyee or representative of
t he departnent, including the conm ssioner. (V.T.1.C
Art. 1.14-2, Sec. 6A(f).)

Source Law

(f) There shall be no liability on the part of and no cause
of action of any nature shall arise against the stanping office,
its directors, officers, agents, or enployees, or the State Board
of Insurance, the comm ssioner of insurance, or enployees or
representatives of the State Board of |Insurance for any action
taken or omtted by themin the performance of their powers and
duties under this section.

Revi sed Law
Sec. 981.158. EXEMPTI ON FROM PUBLI C | NFORMATI ON LAW (a)
An individual surplus lines insurance contract filed with the
stanmping office is:
(1) confidential; and
(2) not public information under Chapter 552,
Gover nnent Code.
(b) This section does not prevent access by a state agency
to an individual surplus lines insurance contract filed with the
stanping office. (V.T.1.C. Art. 1.14-2, Sec. 6A(h).)




Source Law

(h) An individual surplus lines insurance contract filed
with the stanping office is confidential and is not a public
record under Chapter 552, Governnent Code. Nothing in this
subsection shall prevent access by a state agency to an
i ndi vidual surplus lines insurance contract filed wth the
st anmpi ng of fi ce.

Revi sor's Note

Section 6A(h), V.T.I.C Article 1.14-2, refers to a "public
record" under Chapter 552, CGovernnment Code. Section 1, Chapter
1035, Acts of the 74th Legislature, Regular Session, 1995,
changed the headi ng of Chapter 552, Governnment Code, from "Open
Records” to "Public Information.” In addition, Section 2,
Chapter 1035, Acts of the 74th Legi sl ature, Regul ar Session,
1995, deleted references to "public records” and instead referred
to "information" throughout Chapter 552. For consistency with
t hose changes, the revised | aw substitutes "information" for
"record."

Revi sed Law
Sec. 981.159. EXEMPTI ON FROM LI BRARY AND ARCHI VES LAW
Chapter 441, Governnent Code, does not apply to the stanping
office or its records. (V.T.1.C. Art. 1.14-2, Sec. 6A(Qg).)
Source Law

(g) The stanping office and the records of the stanping
of fice are not subject to Chapter 441, CGovernnent Code.

Revi sed Law
Sec. 981.160. NO ENFORCEMENT AUTHORI TY. This subchapter
does not give the stanping office authority to enforce this
chapter or Section 12, Article 1.14-2. (V.T.1.C Art. 1.14-2,
Sec. 6A(b) (part).)

Source Law

(b) . . . Nothing in this section shall be construed as
giving the stanmping office any authority to enforce this article.

[ Sections 981. 161-981. 200 reserved for expansi on]

SUBCHAPTER E. SURPLUS LI NES AGENTS
Revi sed Law
Sec. 981.201. DEFINITION. In this subchapter, "nmanaging
general agent” nmeans an agent |icensed under the Managi ng Gener al
Agents' Licensing Act (Article 21.07-3, Vernon's Texas |nsurance
Code). (V.T.1.C Art. 1.14-2, Sec. 2(a)(1l) (part); New.)




Source Law

(1) . . . (i1i) is a managing general agent
(authorized to be licensed and |icensed under the Managi ng
CGeneral Agents' Licensing Act, Acts, 1967, 60th Legisl ature,
Chapter 727, codified by Vernon as Article 21.07-3)

Revi sor's Note

(1) Section 2(a)(1)(ii), V.T.1.C. Article 1.14-2, refers to
a managi ng general agent "authorized to be licensed and |icensed
under the Managi ng General Agents' Licensing Act." The revised
law omts "authorized to be licensed" as unnecessary because if
the agent is |icensed under that act, the agent nust al so be
"authorized to be |icensed" under that sane act.

(2) The definition of "managi ng general agent" is derived
from Section 2(a)(1), V.T.I.C. Article 1.14-2, and is added to
the revised law for drafting convenience and to elimnate
frequent, unnecessary repetition of the substance of the
definition.

Revi sed Law
Sec. 981.202. SURPLUS LINES LI CENSE REQUI RED. An agent
licensed by this state may not issue or cause to be issued an
i nsurance contract with an eligible surplus lines insurer unless
t he agent possesses a surplus lines license issued by the
departnment. (V.T.1.C Art. 1.14-2, Sec. 4(a).)
Source Law

Sec. 4. (a) An agent licensed by the state may not issue or
cause to be issued an insurance contract with an eligible surplus
lines insurer, unless the agent possesses a current surplus |ines
license issued by the State Board of Insurance.

Revi sor's Note
Section 4(a), V.T.1.C. Article 1.14-2, refers to a "current"”
surplus lines license. The revised law omts "current" as
unnecessary. |If a license is not current, no |icense exists.
Revi sed Law
Sec. 981.203. QUALIFI CATI ONS FOR SURPLUS LI NES LI CENSE
LI CENSE TERM (a) The departnent may issue a surplus lines
i cense to:
(1) an agent resident in this state who:
(A) is authorized under Article 21.14; or
(B) is a managi ng general agent; or
(2) a nonresident insurance agent authorized under
Article 21.11 who is granted a surplus lines |license for the
l[imted purpose of acting on behalf of a purchasing group
operating in this state in the placenent of liability insurance
for arisk located in this state.




(b) The agent mnust:

(1) pay an application fee set by the conm ssioner in
an anount not to exceed $50;

(2) submt a conpleted Iicense application on a form
approved by the comm ssi oner;

(3) pass an exam nation under Section 981.205; and

(4) provide proof of financial responsibility under
Section 981. 206.

(c) Unless the conm ssioner adopts a system for staggered
renewal of |icenses under Article 21.01-2:

(1) a surplus lines license, other than an initial
license, is valid for a two-year termthat expires on Decenber
31; and

(2) the termof an initial |icense expires on Decenber
31 of the year following the year in which the license is issued.
(V.T.I1.C. Art. 1.14-2, Secs. 2(a)(1) (part), (2) (part), 3(a)
(part), 4(b) (part), (c) (part).)

Source Law

Sec. 2. (a)(1) "Surplus lines agent” (i) is an agent

aut hori zed under Article 21.14 . . . , (ii) . . . a managi ng
general agent . . . who conplies with the provisions of this
Article, . . . or (iii) is a nonresident insurance agent

aut hori zed under Article 21.11 and who is granted a surplus |ines
license for the limted purpose of acting on behalf of a
purchasing group operating in this state in the placenent of
l[iability insurance for risks located in this state.

(2) Each "surplus lines agent,"” as a condition of
being licensed as a surplus lines agent and as a condition of
continuing to be licensed as a surplus lines agent, shall offer
proof of financial [solvency and denonstrate capacity in respect
of ] responsibility [to insureds under policies of surplus |ines
insurance, or in the alternative show proof of adequate bond and
surety in respect of his transactions with insureds under
policies of surplus |ines insurance]

Sec. 3. (a)
3. The insurance nust be placed through a |icensed
Texas surplus lines agent resident in this state.

[ Sec. 4]

(b) The Texas Departnent of |Insurance may issue a surplus
lines license to an agent as defined by Subdivision (1) of
Subsection (a) of Section 2 of this article after the agent has:

(1) remtted the application fee set by the Texas
Department of Insurance in an anount not to exceed $50;

(2) submtted a conpleted |license application on a
form approved by the Texas Departnment of Insurance; and



(3) passed a qualifying exam nation . :

(c) Unless the State Board of Insurance adopts a system for
staggered renewal of |icenses, as provided by Article 21.01-2 of
this code, each license issued under this section is for a
two-year termthat expires on Decenber 31; however, the term of
the initial licensing period shall expire on Decenber 31 of the
year following the year in which the |license is issued.

Revi sed Law
Sec. 981.204. CLASSIFI CATI ON OF SURPLUS LI NES ACGENTS. The
departnment may classify surplus |lines agents and issue a surplus
lines license to an agent in accordance wth:
(1) a classification created under this section; and
(2) reasonable rules of the comm ssioner. (V.T.I.C
Art. 1.14-2, Sec. 2(a)(4).)
Source Law

(4) The State Board of Insurance is authorized to
classify surplus lines agents and to issue |licenses to surplus
lines agents in accordance with such classification and as the
reasonabl e rul es and regul ati ons of the Board shall prescribe.

Revi sed Law
Sec. 981.205. EXAM NATION. (a) A surplus lines agent nust
pass an exam nati on approved by the departnent.
(b) If the surplus lines agent is a:

(1) general partnership or a registered limted
liability partnership, each individual acting as a partner nust
pass the exam nation;

(2) corporation, each individual acting as an officer,
director, or sharehol der of the corporation nust pass the
exam nation; or

(3) limted liability conpany, each individual acting
as an officer, manager, or nenber of the conpany nust pass the
exam nati on

(c) Unless the departnment accepts under Article 21.01-1 a
qgqual i fying exam nation adm nistered by a testing service, each
i ndi vidual required to be exam ned nust pay a fee before being
exam ned at the tinme and place for the exam nation. The
conmi ssi oner shall set the fee in an anmount not to exceed $20.

(d) A new exam nation fee nust be paid before each
exam nati on

(e) An exam nation fee may not be refunded unless the
i ndi vi dual :

(1) not later than 24 hours before the tine the
exam nation begins, notifies the conm ssioner that the individual
will not take the exam nati on;

(2) receives the conm ssioner's perm ssion to not take




t he exam nation; and
(3) does not appear to take the exam nation. (V.T.1.C
Art. 1.14-2, Secs. 4(b) (part), (h).)
Source Law

[ (b) The Texas Departnent of I|nsurance may issue a surplus
lines license to an agent as defined by Subdivision (1) of
Subsection (a) of Section 2 of this article after the agent has:]

(3) passed a qualifying exam nation approved by the
Texas Departnent of Insurance. |If the agent is a general
partnership or a registered limted liability partnership, this
exam nation nust be met by each natural person acting as a

partner in that partnership. |If the agent is a corporation, this
exam nation requirenment nust be net by each natural person acting
as an officer, director, or sharehol der of that corporation. |If

the agent is alimted liability conpany, this exam nation
requi renent nust be net by each natural person acting as an
of ficer, manager, and nenber of that l[imted liability conpany.

(h) Unless the State Board of |nsurance accepts a
qgual i fyi ng exam nation adm ni stered by a testing service, as
provided by Article 21.01-1, Insurance Code, each person required
to be exam ned shall pay a fee before being exam ned at the tine
and place for the exam nation. The State Board of I|nsurance
shall determ ne the anbunt of the fee, but the fee may not be
nore than $20. A new fee nmust be paid before each exam nation
A fee paid under this subsection may not be refunded unless the
applicant:

(1) gives notice to the State Board of |nsurance not
| ater than 24 hours before the time for the beginning of the
exam nation that the applicant will not take the exam nation;

(2) does not appear to take the exam nation; and

(3) receives the approval of the State Board of
| nsur ance.

Revi sed Law
Sec. 981.206. FINANCI AL RESPONSI BI LI TY. A surplus lines

agent nust provide proof to the departnent of:

(1) financial solvency and a denonstrated capacity
regarding responsibility to insureds under surplus |ines
i nsurance policies; or

(2) an adequate bond and surety regardi ng transactions
wi th insureds under surplus |ines insurance policies, as provided
by reasonable rules of the conm ssioner. (V.T.1.C. Art. 1.14-2,
Sec. 2(a)(2) (part).)




Source Law

(2) Each "surplus lines agent,” . . . shall offer
proof of financial solvency and denonstrate capacity in respect
of responsibility to insureds under policies of surplus |lines
insurance, or in the alternative show proof of adequate bond and
surety in respect of his transactions with insureds under
policies of surplus lines insurance and as the reasonable rules
and regul ations of the State Board of |nsurance shall provide.

Revi sed Law

Sec. 981.207. DUPLICATE SURPLUS LINES LICENSE. (a) A
surplus |ines agent may request a duplicate surplus |ines
i cense.

(b) The conmm ssioner nust collect a duplicate surplus lines
license fee fromthe surplus |lines agent before providing the
duplicate to the agent.

(c) The conm ssioner shall set the fee in an anpbunt not to
exceed $20. (V.T.I1.C Art. 1.14-2, Sec. 4(f).)

Source Law

(f) The conm ssioner of insurance shall collect in advance
froman agent who requests a duplicate |icense a fee not to
exceed $20. The State Board of Insurance shall set the anmount of
the duplicate |icense fee.

Revi sed Law
Sec. 981.208. RENEWAL OF SURPLUS LI NES LICENSE. On or

before the date a surplus lines license expires, the agent may
renew the license for a two-year period. To renew the |icense,
t he agent nust:

(1) file a conpleted witten application on a form
prescri bed by the comm ssioner; and

(2) pay the renewal fee in the amount set by the
conmmi ssi oner, not to exceed $50. (V.T.l1.C. Art. 1.14-2, Secs.

4(c) (part), (d).)

Source Law

(c) . . . Alicense may be renewed for periods of two
years.

(d) By filing a conpleted witten application in the form
prescribed by the State Board of |nsurance and paying the
nonr ef undabl e renewal fee set by the board in an anmount not to
exceed $50, an unexpired |icense may be renewed on or before the
expiration date of the |icense.

Revi sor's Note
Section 4(d), V.T.1.C. Article 1.14-2, refers to a




"nonr ef undabl e" renewal fee. The revised law onits
"nonr ef undabl e" as unnecessary because it duplicates Section
4(g), V.T.1.C. Article 1.14-2, revised as Section 981. 209.
Revi sed Law

Sec. 981.209. FEES. (a) The departnent shall deposit a fee
col |l ected under this subchapter to the credit of the Texas
Department of |nsurance operating account.

(b) A fee collected under this subchapter is not
ref undabl e, except as provided by Section 981.205. (V.T.I.C
Art. 1.14-2, Sec. 4(9).)

Source Law

(g) The board shall deposit all fees in the State Treasury
to the credit of the State Board of Insurance operating fund.
Such fees are not refundable except as provided by Subsection (h)
of this section.

Revi sor's Note
Section 4(g), V.T.1.C. Article 1.14-2, states that the
departnent shall "deposit all fees in the State Treasury to the
credit of the State Board of Insurance operating fund." Under
Chapter 4, Acts of the 72nd Legislature, 1st Call ed Session,
1991, the Texas Department of Insurance operating fund (the later
name of the State Board of Insurance operating fund) was
converted to an account in the general revenue fund. The revised
law is drafted accordingly.
Revi sed Law
Sec. 981.210. PLACEMENT OF COVERAGE. A surplus lines agent
may not place surplus lines coverage with an insurer unless:
(1) the insurer neets the eligibility requirements of
Subchapter B; and
(2) the stanping office provides evidence to the
departnent that the insurer neets those requirenents. (V.T.1.C
Art. 1.14-2, Sec. 8(b) (part).)
Source Law

(b) No surplus lines agent shall place any coverage with an
insurer unless the insurer has net the eligibility requirenents
of this section and the stanping office provides evidence that
the insurer has nmet the requirenents to the State Board of
| nsur ance.

Revi sed Law
Sec. 981.211. FINANCI AL CONDI TI ON OF SURPLUS LI NES
| NSURERS. (a) A surplus lines agent nust nmake a reasonabl e
effort to determne the financial condition of an eligible
surplus lines insurer before placing insurance with that insurer.
(b) A surplus lines agent may not knowi ngly place surplus




lines insurance with a financially unsound insurer. (V.T.I.C
Art. 1.14-2, Sec. 8(a).)
Source Law

Sec. 8. (a) A surplus lines agent shall not know ngly place
surplus lines insurance with financially unsound insurers. The
surplus |ines agent shall make a reasonable effort to ascertain
the financial condition of the eligible surplus |ines insurer
bef ore placing i nsurance therewth.

Revi sed Law
Sec. 981.212. ACCEPTI NG SURPLUS LI NES | NSURANCE FROM OTHER
AGENTS. (a) A surplus lines agent may originate surplus |ines
i nsurance or accept surplus lines insurance from anot her agent
who is licensed to handl e the kind of insurance being accept ed.
(b) A surplus lines agent who accepts surplus |ines
i nsurance froman agent may share a conm ssion with that agent.
(V.T.1.C. Art. 1.14-2, Sec. 14.)
Source Law

Sec. 14. A surplus lines agent may originate surplus lines
i nsurance or accept surplus lines insurance from another agent
who is licensed to handl e the kind of insurance being accept ed.
A surplus lines agent may share conm ssions with agents from whom
he accepts surplus lines insurance.

Revi sed Law
Sec. 981.213. FILING CONTRACT WTH STAMPI NG OFFI CE. A
surplus |lines agent shall report to and file with the stanping
of fice a copy of each surplus |lines insurance contract as
provided in the stanping office's plan of operation. The
departnment may accept that filing instead of the filings required
under Section 981.105. (V.T.1.C. Art. 1.14-2, Sec. 6A(a)

(part).)

Source Law

(a) . . . Al surplus Iines agents shall as a condition of
their holding a license as a surplus lines agent in this state
report to and file with the stanping office a copy of each
surplus lines insurance contract as provided in the plan of
operation adopted under Subsection (d) of this section. The
board may accept such filing in lieu of the filings required
under Subsection (b) of Section 6 of this article.

Revi sed Law
Sec. 981.214. COWLI ANCE W TH STAMPI NG OFFI CE PLAN OF
OPERATION. A surplus lines agent shall conply with the stanping
office's plan of operation. (V.T.1.C. Art. 1.14-2, Sec. 6A(d)




(part).)
Source Law

(d) . . . Al surplus lines agents shall conply with the
pl an of operation.

Revi sed Law
Sec. 981.215. SURPLUS LI NES AGENT RECORDS. (a) A surplus
i nes agent shall keep in the agent's office in this state a
conpl ete record of each surplus |lines contract obtained by the
agent, including any of the follow ng, if applicable:
(1) a copy of the daily report;
(2) the amount of the insurance and risks insured

agai nst;

(3) a brief general description of the property
insured and the |l ocation of that property;

(4) the gross prem um charged;

(5) the return prem um pai d;

(6) the rate of prem umcharged on the different itens
of property;

(7) the contract terns, including the effective date;

(8) the insured' s nanme and post office address;

(9) the insurer's nanme and hone office address;

(10) the anount collected fromthe insured; and

(11) any other information required by the
conmi Ssi oner .

(b) The surplus lines agent shall keep the record required
by this section open for exam nation by the departnment w thout
notice at any tinme until the third anniversary of the date the
surplus lines contract expires or is canceled. (V.T.I.C
Art. 1.14-2, Sec. 15.)

Source Law

Sec. 15. (a) Each surplus lines agent shall keep in his
office in this state a full and true record of each surplus |ines
contract procured by him including a copy of the daily report,
if any, and show ng such of the following itens as may be
appl i cabl e:

1. Amount of the insurance and perils insured against;

2. Brief general description of property insured and
wher e | ocat ed;

3. G oss prem um charged;

4. Return premumpaid, if any;

5. Rate of prem um charged upon the several itens of
property;

6. Effective date of the contract, and the terns
t her eof ;

7. Nanme and post office address of the insured;



8. Nane and hone office address of the insurer;

9. Anpunt collected fromthe insured; and

10. Oher information as nay be required by the State
Board of Insurance.

(b) The record shall at all tines be open to exam nation by
the State Board of Insurance w thout notice, and shall be so kept
avai l abl e and open to the State Board of |Insurance for three
years next follow ng expiration or cancellation of the contract.

Revi sor's Note
Section 15(a), V.T.1.C Article 1.14-2, refers to a "ful
and true" record. The revised |aw substitutes "conplete” for the
guot ed | anguage because the latter is synonynous in context and
nore nodern and conci se. The absence of "true" does not inply
that an agent could maintain an untruthful record and still be in
conpliance with the | aw.

Revi sed Law
Sec. 981.216. ANNUAL REPORT. (a) Before March 1 of each
year, a surplus lines agent shall submt a report to the
departnment for the preceding cal endar year.
(b) The conmm ssioner shall adopt the formfor the annual
report.
(c) The annual report nust:

(1) denonstrate that the anount of insurance obtai ned
fromeach eligible surplus lines insurer is only the anount that
exceeds the anobunt obtainable froman authorized insurer; and

(2) include any other information required by the
comm ssioner. (V.T.1.C. Art. 1.14-2, Sec. 16.)

Source Law

Sec. 16. Each surplus lines agent shall, before March 1 in
each year, nmake a report to the Texas Departnent of I|nsurance for
t he precedi ng cal endar year, on the formprescribed by it, of
such facts as it requires and including a show ng that the anount
of insurance procured fromsuch eligible surplus lines insurer or
insurers is only the anmount in excess of the ampunt procurable
fromlicensed insurers.

Revi sed Law
Sec. 981.217. NOTICE TO DEPARTMENT REQUI RED. (a) A surplus
lines agent shall notify the departnent not |ater than the 30th
day after the date any of the foll ow ng occurs:

(1) Dbalances due for nore than 90 days to an eligible
surplus lines insurer or for nore than 60 days to the agent
acting on behalf of the surplus lines insurer exceed $1 nmillion
or 10 percent of the insurer's policyholder surplus cal culated on
Decenber 31 of the preceding year;

(2) balances due for nore than 60 days from a nmanagi ng




general agent or a local recording agent appointed by or
reporting to the managi ng general agent exceed $500, 000;

(3) authority to settle clains for an eligible surplus
lines insurer is wthdrawn;

(4) funds held for an eligible surplus lines insurer
for | osses are greater than $100, 000 nore than the anount
necessary to pay | osses and | oss adjustnent expenses expected to
be paid on behalf of the insurer in the next 60-day period; or

(5) the agent's contract to act on behalf of a surplus
lines insurer is canceled or term nated.

(b) The comm ssioner shall adopt the formto be used under
Subsection (a).

(c) A surplus lines agent may conply with the notification
requi renent under Subsections (a)(1), (2), and (4) by submtting
a single annual report if:

(1) the agent or applicable eligible surplus Iines
insurer routinely operates beyond the limts provided by those
subdi vi si ons; and

(2) the conm ssioner verifies that fact under a
procedure adopted by the conmm ssioner. (V.T.1.C Art. 1.14-2,
Sec. 15A))

Source Law

Sec. 15A. (a) Each surplus lines agent |icensed under this
article shall notify the State Board of |nsurance on forns
pronul gated by the board not |ater than the 30th day after the
day on which any of the follow ng circunmstances occurs:

(1) balances due nore than 90 days to a surplus |ines
insurer or nore than 60 days to a surplus |ines agent acting on
behal f of a surplus lines insurer exceed $1 million or 10 percent
of insurer's policyholder surplus cal cul ated on Decenber 31 of
t he precedi ng year;

(2) Dbalances due nore than 60 days froma | ocal
recordi ng agent or managi ng general agent, appointed by or
reporting to the managi ng general agent exceed $500, 000;

(3) authority to settle clains for a surplus lines
insurer is wthdrawn;

(4) funds held for a surplus lines insurer for |osses
are greater than $100, 000 nore than the anpbunt necessary to pay
| osses and | oss adj ust ment expenses expected to be paid on behalf
of the insurer within the next 60-day period; or

(5) the surplus lines agent's contract to act on
behal f of a surplus lines insurer is cancelled or term nated.

(b) The requirenent to file under Subsections (a)(1l), (2),
and (4) of this section may be met with a single annual report if
the reporting person or entity routinely operates beyond the
[imts provided by those subsections and the comm ssioner
verifies that fact under procedures adopted by the comm ssioner.



Revi sed Law
Sec. 981.218. DEPARTMENT MONI TORI NG OF SURPLUS LI NES
AGENTS. The departnment shall nonitor the activities of surplus
| ines agents as necessary to protect the public interest.
(V.T.1.C. Art. 1.14-2, Sec. 3A (part).)
Source Law

Sec. 3A. . . . The board shall nonitor the activities of
surplus lines agents to the extent necessary to protect the
public interest.

Revi sed Law
Sec. 981.219. ADVERTISING A surplus lines agent may
advertise regarding the agent's ability to place surplus lines
i nsurance permtted by this chapter. (V.T.1.C. Art. 1.14-2, Sec.
13.)

Source Law

Sec. 13. Any agent who is granted a surplus lines license in
accordance with this Article may bring announcenents or
statenments before the public in respect to his ability to place
such surplus lines insurance as nmay be permtted by this Article.

Revi sed Law

Sec. 981.220. MANAG NG GENERAL AGENTS; LIM TED AUTHORI TY OF
CERTAI N AGENTS. (a) A managing general agent is not required to
hold a | ocal recording agent |icense to be eligible to receive a
surplus lines |icense.

(b) A surplus lines license granted to a managi ng gener al
agent who is not also licensed under Article 21.14 is limted to
t he acceptance of business originating through a Iicensed | ocal
recording agent. The license does not authorize the agent to
engage in business directly with the insurance applicant.
(V.T.1.C. Art. 1.14-2, Secs. 2(a)(1) (part), (3).)

Source Law

(1) . . . (it) . . . except it is not necessary that
t he managi ng general agent be |icensed as a recordi ng agent, or

(3) Any surplus lines license granted to an agency
aut hori zed under the Managi ng CGeneral Agents' Licensing Act,
Acts, 1967, 60th Legislature, Chapter 727, that is not also
Iicensed under Article 21.14 of the Insurance Code shall be
limted to the acceptance of business originating through a
regularly licensed recordi ng agent and shall not authorize such
surplus |ines agency to transact business directly with the
applicant for insurance.



Revi sor's Note
Section 2(a)(3), V.T.1.C. Article 1.14-2, refers to a
"regularly" licensed recording agent. The revised |law omts
"regul arly" as unnecessary because it is included in the meaning
of "licensed."

Revi sor's Note
(End of Chapter)

Section 18, V.T.1.C. Article 1.14-2, states that the article
does not apply to a person to whomit cannot apply under the
Texas or United States Constitution. The revised |aw omts that
provi sion as unnecessary. Under general principles of
constitutional law, a Texas statute could not apply to a person
the Texas or United States Constitution does not allow the law to
apply to. The omtted | aw reads:

Sec. 18. This Article and | aw does not
apply to any insurer or other person to whom
under the Constitution of the United States
or the Constitution of the State of Texas, it
cannot validly apply.
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SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 982.001. DEFINITIONS. In this chapter:

(1) "Accident insurance conpany,” "health insurance
conpany,” "life insurance conpany,” and "United States branch”
have the neani ngs assigned by Section 841. 001.

(2) "Alien insurance conmpany" means an insurance
conpany organi zed under the laws of a foreign country. The term
i ncl udes an uni ncor porated i nsurance conpany (other than an
uni ncorporated life insurance conpany, accident insurance
conpany, life and accident insurance conpany, health and acci dent
i nsurance conpany, or life, health, and accident insurance
conpany) that is organized under the laws of a foreign country in
a formrecogni zed by the departnent.

(3) "Donestic insurance conpany" has, in the context
of a life insurance conpany, accident insurance conpany, life and
acci dent insurance conpany, health and acci dent insurance
conpany, or life, health, and accident insurance conpany, the
meani ng assi gned by Section 841.001.

(4) "Foreign insurance comnmpany” neans an insurance
conpany organi zed under the |laws of another state of the United
St at es.

(5) "lnsurance conpany” neans a conpany engaged as a
principal in the business of insurance.

(6) "Policyholder"” has, in the context of alife
i nsurance conpany, accident insurance conpany, |ife and accident
i nsurance conpany, health and acci dent insurance conpany, or
life, health, and accident insurance conpany, the meaning
assigned by Section 841.001.

(7) "Trusteed asset" nmeans an asset that an authorized
alien insurance conpany is required or permtted by this chapter
to deposit with one or nore trustees for the security of the
conpany's policyholders in the United States. (V.T.1.C.

Art. 3.01, Secs. 1, 2, 3, 4, 5 6, 7A 8, 13; Art. 3.27-1,
Subsec. (a) (part); Art. 21.43, Secs. 1, 10(a) (part).)
Source Law

Art. 3.01

Sec. 1. A life insurance conpany shall be deened to be a
cor poration doi ng business under any charter involving the
paynent of noney or other thing of value, conditioned on the
conti nuance or cessation of human life, or involving an
i nsurance, guaranty, contract or pledge for the paynent of



endowrents or annuities.

Sec. 2. An accident insurance conpany shall be deened to be
a corporation doing business under any charter involving the
paynent of noney or other thing of value, conditioned upon the
injury, disablenment or death of persons resulting fromtraveling
or general accidents by |land or water.

Sec. 3. A health insurance conpany shall be deened to be a
corporation doi ng business under any charter involving the
paynent of any anount of noney, or other thing of value,
condi tioned upon | oss by reason of disability due to sickness or
ill-health.

Sec. 4. Wen consistent with the context and not obviously
used in a different sense, the term "conpany," or "insurance
conpany, " as used herein, includes all corporations engaged as
principals in the business of |ife, accident or health insurance.

Sec. 5. The term "donestic" conpany, as used herein,
designates those life, accident or life and accident, health and
accident, or life, health and accident insurance conpanies
i ncorporated and fornmed in this State.

Sec. 6. The term "foreign conmpany” neans any life, accident
or health insurance conpany organi zed under the |aws of any other
state or territory of the United States.

Sec. 7A. The term "alien conpany” nmeans any |ife, accident,
or health insurance conpany organi zed under the |aws of any
foreign country.

Sec. 8. The "insured" or "policyholder"” is the person on
whose |ife a policy of insurance is effected.

Sec. 13. The "United States branch" neans:

(a) the business unit through which business is
transacted within the United States by an alien insurer;

(b) the assets and liabilities of the insurer within
the United States pertaining to such business;

(c) the managenent powers pertaining to such business
and to the assets and liabilities; or

(d) any conbination of the foregoing.

Art. 3.27-1. (a) Assets which any authorized alien insurer
is required or permtted by this subchapter to deposit with a
trustee or trustees for the security of its policyholders in the
United States shall be known as "trusteed assets".

Art. 21.43

Sec. 1. In this article:

(a) The term"foreign insurance corporation” means any
i nsurance conpany other than one subject to provisions of
Subchapter B, Chapter 3, of this code organi zed under the | aws of



any other state or territory of the United States.
(b) The term"alien insurance corporation” neans an
i nsurance conpany other than one subject to provisions of
Subchapter B, Chapter 3, of this code organi zed under the | aws of
any foreign country. For the purposes of this article, the term
al so includes any noni ncorporated insurer organi zed under the
| aws of any foreign country in a formrecogni zed by the
depart nment.
(c) The term"United States branch" neans:
(1) the business unit through which business is
transacted within the United States by an alien insurer;
(2) the assets and liabilities of the insurer within
the United States pertaining to such business;
(3) the nmanagenent powers pertaining to such business
and to the assets and liabilities; or
(4) any conbination of the foregoing.

Sec. 10. (a) Assets which any authorized alien insurer is
required or permtted by this article to deposit with a trustee
or trustees for the security of its policyholders in the United
States shall be known as "trusteed assets.”

Revisor's Note
(1) V.T.1.C Article 21.43 by its terns applies to
i nsurance corporations [conpani es], other than those "subject to
Subchapter B, Chapter 3, of" the Insurance Code. See Section 2,
V.T.1.C. Article 21.43, revised as Section 982.002 of this
chapter. Subchapter B, V.T.I.C Chapter 3, which is limted in
its application to life insurance conpanies, accident insurance

conpanies, life and accident insurance conpanies, health and
acci dent insurance conpanies, and |life, health, and acci dent
i nsurance conpanies, is revised in this chapter. |In nost cases,

the provisions of Article 21.43 and Subchapter B, Chapter 3, are
identical, and those identical provisions are revised in an
i ntegrated manner in Subchapters A-E of this chapter.

Section 4, V.T.1.C. Article 3.01, defines "insurance
conpany” to include all conpanies "engaged as principals in the
business of life, accident or health insurance.” The revised |aw
omts the reference to "life, accident or health" because this
chapter applies not only to conpanies engaged in life, health, or
acci dent insurance but also to conmpani es engaged in other types
of insurance.

(2) Sections 6 and 7A, V.T.1.C. Article 3.01, define
"foreign conpany” and "alien conpany,"” respectively. Subsection
(a), V.T.1.C. Article 3.27-1, refers to an "alien insurer.”
Subsequent provisions of Article 3.27-1 also use that term
Simlarly, Section 1, V.T.1.C. Article 21.43, defines the terns
"foreign insurance corporation” and "alien insurance



corporation.” For clarity and consistency, the revised | aw uses
the terns "foreign insurance conpany” and "alien insurance
conpany. "

(3) Section 1(a), V.T.1.C Article 21.43, refers to a
foreign insurance corporation organi zed under the | aws of "any
other state or territory of the United States.” Throughout this
chapter, the revised law omts references to "territory” in this
context as unnecessary because Section 311. 005, CGovernnent Code
(Code Construction Act), which applies to the revised |aw,
provi des that "state," when referring to a part of the United
States, includes any state or territory of the United States.

Revi sed Law

Sec. 982.002. APPLICABILITY OF CHAPTER. This chapter
applies to any insurance conpany that is organized under the | aws
of another state or country and that wants to engage in or is
engagi ng in the business of insurance in this state. (V.T.1.C
Art. 3.20; Art. 21.43, Sec. 2.)

Source Law

Art. 3.20. This subchapter applies to any life insurance
conpany, or accident insurance conpany, or |ife and accident, or
heal th and accident, or life, health and accident insurance
conpany, incorporated under the | aws of any other state,
territory or country, desiring to transact the business of such
insurance in this State.

[Art. 21.43]

Sec. 2. This article applies to any insurance corporation
ot her than one subject to Subchapter B, Chapter 3, of this code
i ncorporated under the |laws of any other state, territory, or
country desiring to be licensed to transact the business of
insurance in this State.

Revi sor's Note

V.T.1.C. Article 3.20 and Section 2, V.T.1.C. Article 21.43,
refer to insurance conpani es "incorporated" under the | aws of
another jurisdiction. V.T.I.C Articles 3.01 and 21.43, revised
in this chapter, use the term "organi zed" rather than
"incorporated,” and the law revised in this section uses the term
"organi zed" for the purpose of consistency.

Revi sed Law

Sec. 982.003. LIFE | NSURANCE COVPANI ES WANTI NG TO LOAN
MONEY. A life insurance conpany that wants to | oan noney in this
state but does not want to engage in the business of life
insurance in this state may obtain fromthe secretary of state a
permt to | oan noney by conplying with the laws of this state
relating to foreign corporations engaged in |oaning noney in this
state without having to obtain a certificate of authority to




engage in the business of life insurance in this state.
(V.T.1.C. Art. 3.27.)
Source Law

Art. 3.27. Any life insurance conpany not desiring to engage
in the business of witing life insurance in this State, but
desiring to loan its funds in this State, nmay obtain a permt to
do so fromthe Secretary of State by conplying with the | aws of
this State relating to foreign corporations engaged in | oaning
nmoney in this State, without being required to secure a
certificate of authority to wite life insurance in this State.

Revi sed Law
Sec. 982.004. FINANCI AL STATEMENTS OF FOREI GN OR ALI EN
| NSURANCE COMPANI ES. (a) Each foreign insurance conmpany shal
file with the departnent a statenent in the formrequired by
Section 982.101 or 982.102 not later than March 1 of each year.
(b) Each authorized alien insurance conpany shall file with
the departnent a financial statenent in the formrequired by
Section 982.252 not |ater than March 1 of each year. (V.T.1.C
Art. 3.20-1, Subsec. (b); Art. 3.27-2, Subsec. (a) (part);
Art. 21.43, Secs. 4(b), 11(a) (part).)
Source Law

[Art. 3.20-1]
(b) Each foreign conpany shall be required to file a
simlar statenent not |ater than March 1 of each year.

Art. 3.27-2. (a) Every authorized alien insurer shall file
with the Departnent a financial statenent not |ater than March 1
of each year

[Art. 21.43]
[ Sec. 4]
(b) Each foreign insurance corporation shall be required to
file a statenent simlar to that required in Subsection (a) not
| ater than March 1 of each year

Sec. 11. (a) Every authorized alien insurer shall file with
the Departnent a financial statenent not |ater than March 1 of
each year

[ Sections 982. 005-982. 050 reserved for expansion]

SUBCHAPTER B. AUTHORI TY TO ENGAGE | N BUSI NESS
Revi sed Law
Sec. 982.051. CERTIFI CATE OF AUTHORI TY REQUI RED FOR LI FE,
HEALTH, OR ACCI DENT COVWPANI ES. A foreign insurance conpany nay




not engage in the business of insurance as a life insurance
conpany, accident insurance conpany, life and accident insurance
conpany, health and acci dent insurance conpany, or life, health,
and acci dent insurance conpany in this state, except for the
| endi ng of noney, without first obtaining fromthe departnent a
certificate of authority that:

(1) shows that the foreign insurance conpany has fully
conplied with the aws of this state; and

(2) authorizes the foreign insurance conpany to engage
in the business of insurance in this state. (V.T.1.C. Art. 3.57
(part).)

Source Law

Art. 3.57. No foreign . . . insurance conpany shall transact
any insurance business in this State, other than the | ending of
nmoney, unless it shall first procure fromthe Board of |nsurance
Comm ssioners a certificate of authority, stating that the | aws
of this State have been fully conplied with by it, and
authorizing it to do business in this State.

Revisor's Note
V.T..C. Article 3.57 refers to the expiration and annual
renewal of a certificate of authority. The revised law omts the
reference as repealed. Under Section 1, V.T.I.C Article 1.14,
revised in relevant part as Section 801.053, a certificate of

authority is valid until it is suspended or revoked. Section 2,
Chapter 194, Acts of the 56th Legislature, Regular Session, 1959,
anmending Article 1.14, repealed "[a]ll laws and parts of laws in
conflict herewith . . . including . . . [Article] 3.57 . . . to
the extent that they require periodic renewal of certificates of
authority.” The omtted | aw reads:

Art. 3.57. . . . Such certificate of

authority shall expire on the day fixed by
the Board under Articles 3.06 and 3.08 of
this code and shall be renewed annually so

| ong as the conpany shall continue to conply
with the laws of the State, such renewals to
be granted upon the same terns and
considerations as the original certificate.

Revi sed Law

Sec. 982.052. CERTIFI CATE OF AUTHORI TY REQUI RED FOR OTHER
COMPANI ES. Except as provided by Chapter 101 or 981, a foreign or
alien insurance conpany, other than a |ife insurance conpany,
acci dent insurance conpany, life and accident insurance conpany,
or life, health, and accident insurance conpany, nay not engage
in this state in the business of insuring others against |osses
wi thout first obtaining fromthe departnent a certificate of




authority that authorizes the conpany to engage in that
business. (V.T.1.C. Art. 21.43, Sec. 3(a).)
Source Law

[Art. 21.43]

Sec. 3. (a) It shall be unlawful, except as provided in
Articles 1.14-1 and 1.14-2 of this code, for any foreign
i nsurance corporation or alien insurance corporation of the type
provided for in any chapter of this code to engage in the
busi ness of insuring others against |osses which may be insured
agai nst under the laws of this state without initially procuring
a certificate of authority fromthe conm ssioner of insurance
permtting it to engage in those business activities.

Revi sor's Note
(End of Subchapter)

V.T.1.C. Article 3.24-1 in part provides that a certificate
of authority continues in full force and effect while the conpany
hol ding the certificate conplies with state law. The revised | aw
omts this provision as unnecessary because V.T.1.C. Article
1.14, revised in part as Chapter 801 of this code, provides that

a certificate of authority remains in effect until it is
suspended or revoked. The omtted |aw reads:
Art. 3.24-1. . . . Such certificate

shall continue in full force and effect upon
the condition that the conmpany shall continue
to comply with the laws of this State.

[ Sections 982. 053-982. 100 reserved for expansi on]

SUBCHAPTER C. REQUI REMENTS FOR CERTI FI CATE OF AUTHORI TY
Revi sed Law
Sec. 982.101. FILING OF FI NANCI AL STATEMENT BY LI FE
HEALTH, OR ACCI DENT | NSURANCE COMPANY. A foreign or alien life
i nsurance conpany, accident insurance conpany, |ife and accident
i nsurance conpany, health and acci dent insurance conpany, or
life, health, and accident insurance conpany that wants to engage
in the business of insurance in this state shall provide to the
departnment a witten or printed statenent, under the oath of the
president or vice president or under the oath of the treasurer
and secretary of the conpany, that shows:
(1) the conpany's nanme and | ocati on;
(2) the amount of the conpany's capital stock;
(3) the amount of the conpany's paid up capital stock
(4) the conpany's assets, including in the follow ng

order:
(A) the amount of cash on hand,



(B) the amount of cash held by other persons and
t he nanes and resi dences of those persons;
(© unencunbered real estate, its |location, and
its val ue;
(D) bonds the conmpany owns, the manner in which
t he bonds are secured, and the rate of interest on the bonds;
(E) debts due the conpany that are secured by
nortgage, a description of the nortgaged property, and the
property's market val ue;
(F) debts due the conpany that are secured ot her
than by nortgage and a statenent of how they are secured;
(G debts due the conpany for prem uns; and
(H all other noney and securities;
(5) the amount of the conpany's liabilities and the
name of the person or corporation to whomeach liability is owed;
(6) losses adjusted and due;
(7) losses adjusted and not due;
(8) | osses adjusted,;
(9) losses in suspense and the reason for the
suspensi on;
(10) all other clains against the conpany and a
description of each claim and
(11) any additional facts required by the departnent
to be showmm. (V.T.I.C. Art. 3.20-1, Subsec. (a).)
Source Law

Art. 3.20-1. (a) Any foreign or alien life insurance
conpany, or accident insurance conpany, or |ife and accident,
heal th and accident, or life, health and accident insurance
conpany, incorporated under the | aws of any other state,
territory or country, desiring to transact the business of such
insurance in this State, shall furnish the Texas Departnent of
| nsurance with a witten or printed statenent under oath of the
presi dent or vice president, or treasurer and secretary of such
conpany whi ch statenment shall show:

The nanme and locality of the conpany.
The amount of its capital stock.
The ampbunt of its capital stock paid up

4. The assets of the conpany, including: first, the
amount of cash on hand and in the hands of other persons, nam ng
such persons and their residence; second, real estate
uni ncunbered, where situated and its value; third, the bonds
owned by the conpany and how they are secured, with the rate of
interest thereon; fourth, debts due the conpany secured by
nort gage, describing the property nortgaged and its market val ue;
fifth, debts otherw se secured, stating how secured; sixth, debts
for premuns; seventh, all other noneys and securities.

5. Anmpunt of liabilities of the conpany, stating the

W N



name of the person or corporation to whomliable.

6. Losses adjusted and due.

7. Losses adjusted and not due.

8. Losses adj ust ed.

9. Losses in suspense and for what cause.

10. Al other clains against the conpany, describing
t he sane.

The Departnent may require any additional facts to be shown

by such annual statenent.

Revi sed Law

Sec. 982.102. FILING OF FI NANCI AL STATEMENT BY OTHER
| NSURANCE COMPANY; EXAM NATION. (a) This section applies only to
a foreign or alien insurance conpany, other than a life insurance
conpany, accident insurance conpany, life and accident insurance
conpany, health and acci dent insurance conpany, or life, health,
and acci dent insurance conpany.

(b) A foreign or alien insurance conpany that wants to
engage in the business of insurance in this state shall provide
to the departnent copies of its annual financial statenments for
the two nost recent years. The copies nust be certified by the
conmmi ssi oner or other insurance supervising official of the state
or country in which the conpany is organi zed and i ncor por at ed.
The departnent may require that the statenent show additi onal
facts as requested by the departnent.

(c) Before issuing a certificate of authority to engage in
t he business of insurance in this state to a foreign or alien
i nsurance conpany, the comm ssioner shall:

(1) exam ne the conpany, at the conpany's expense, at
its principal office in the United States; or
(2) accept a report of an exam nation nmade by the
i nsurance departnent or other insurance supervisory official of
anot her state or government of a foreign country. (V.T.l1.C
Art. 21.43, Secs. 4(a), 6.)
Source Law

Sec. 4. (a) Any foreign or alien insurance corporation
desiring to transact the business of insurance in this state
shal | furnish the Texas Departnment of Insurance with copies of
its annual financial statenments for the two nost recent years,
certified by the conm ssioner or other insurance supervising
official of the state or country in which the insurer is
organi zed and incorporated. The Departnent may require any
additional facts to be shown by such annual statenent.

Sec. 6. Before issuing a certificate of authority to a
foreign or alien insurance corporation to do business in this
state, the comm ssioner shall either make an exam nation of the



insurer at the expense of such insurer at its principal office
within the United States or accept a report of an exam nation
made by the insurance departnent or other insurance supervisory
official of any other state or of any government of a foreign
country.

Revi sed Law
Sec. 982.103. FILING OF FI NANCI AL STATEMENT BY ALI EN
| NSURANCE COMPANY. An alien insurance conpany that wants to
engage in the business of insurance in this state shall file a
financial statenent as provided by Section 982.252. (V.T.1.C
Art. 3.20-1, Subsec. (c); Art. 21.43, Sec. 4(c).)
Source Law

[Art. 3.20-1]

(c) Each alien conpany shall be required to file a
financial statenment as provided in Article 3.27-2 of this
subchapt er

[Art. 21.43]
[ Sec. 4]

(c) Each alien insurance corporation shall be required to
file a financial statenent as provided in Section 11 of this
article.

Revi sed Law

Sec. 982.104. FILING OF ARTI CLES OF | NCORPORATION. (a) A
foreign or alien insurance conpany shall file with the statenent
required by Section 982.101 or 982. 102:

(1) a copy of the conpany's acts or articles of
i ncorporation and any anendnents to those acts or articles; and
(2) a copy of the conpany's bylaws and a statenent of
t he nane and residence of each of the conpany's officers and
directors.

(b) The president or the secretary of the conpany shal
certify the docunments filed under Subsection (a). (V.T.l1.C
Art. 3.21; Art. 21.43, Sec. 5.)

Source Law

Art. 3.21. Any such foreign or alien insurance conpany shal
acconpany the statenent required in the foregoing article with a
certified copy of its acts or articles of incorporation, and all
anmendnents thereto, and a copy of its by-laws, together with the
name and residence of each of its officers and directors. The
same shall be certified under the hand of the president or
secretary of such conpany.

[Art. 21.43]



Sec. 5. Any foreign or alien insurance corporation shal
acconpany the statenment required in Section 4 of this article
with a certified copy of its acts or articles of incorporation,
and all amendnents thereto, and a copy of its by-laws, together
wi th the nane and residence of each of its officers and
directors. These docunents shall be certified under the hand of
the president or secretary of such conpany.

Revi sed Law

Sec. 982.105. CAPITAL STOCK AND SURPLUS REQUI REMENTS FOR
LI FE, HEALTH, OR ACCI DENT | NSURANCE COWANI ES. (a) A foreign or
alien life insurance conpany, accident insurance conpany, life
and acci dent insurance conpany, health and acci dent insurance
conpany, or life, health, and accident insurance conpany is
subject to Sections 841.054, 841.201, 841.204, 841.205, 841. 207,
841. 301, and 841.302. The departnent may not issue a certificate
of authority to a foreign or alien stock insurance conpany, and
t he conpany may not engage in any business of life, health, or
accident insurance in this state, unless the conpany possesses at
| east the m ninumcapital and surplus required for a simlar
donesti c i nsurance conpany organi zed under Chapter 841 in simlar
ci rcunstances. The mnimum capital and surplus nust be invested
in the sane character of investnents as required for a domestic
i nsurance conpany.

(b) The departnment nmay not issue a certificate of authority
to a foreign or alien nutual insurance conpany, and the conpany
may not engage in the business of life insurance in this state,
unl ess the conpany possesses at |east the m ni nrum unencunbered
surplus required by Chapter 882 for a simlar donestic conpany in
simlar circunmstances. The m ni num unencunbered surplus nust be
invested in the sane character of investnents as required for a
donestic insurance conpany. (V.T.1.C Arts. 3.22, 3.27-4

(part).)

Source Law

Art. 3.22. No foreign or alien stock insurance conpany shal
be licensed by the Departnent or shall transact any such business
of insurance in this State unless such conpany is possessed of
not less than the m ninmum capital and surplus required by this
chapter of a simlar donestic conpany in simlar circunstances,

i ncluding the sane character of investnments for its m ninum
capital and surplus. No such foreign or alien nutual insurance
conpany shall be licensed by the Departnment or shall transact any
such business of insurance in this State unless such conpany is
possessed of not less than the m ninmumfree surplus required by
Chapter 11 of this Code of a simlar donestic conpany in simlar
ci rcunst ances including the sane character of investnents for its
m ni mum free surpl us.



Art. 3.27-4. Articles 3.02 . . . of this code apply to an
i nsurance conpany subject to this chapter

Revi sor's Note
(1) V.T.1.C Article 3.22 refers to an insurance conpany

"licensed by the departnent." Throughout this chapter, the
revised |l aw substitutes "certificate of authority” for "license"
and "aut horized" for "licensed" because those are the terns used

t hroughout this code in relation to an entity's authority to
engage i n business.

(2) V.T.1.C Article 3.22 refers to Chapter 3 of the
| nsurance Code. The pertinent portions of Chapter 3, relating to
organi zation of simlar donmestic insurance conpanies subject to
appropriate m ninmum capital and surplus requirenents, are revised
in Chapter 841. The revised law is drafted accordingly.

(3) V.T.I.C Article 3.22 refers to a conpany's "free
surplus.” Throughout this chapter, the revised | aw substitutes
"unencunbered surplus" for "free surplus"” because, in context,

t he phrases are synonynous and the phrase "unencunbered surpl us”
IS nore consistent with nodern usage.

(4 V.T.1.C Article 3.27-4 provides that foreign and alien
life, health, and accident insurance conpanies are subject to
V.T..C. Article 3.02. Article 3.02, revised in Chapter 841 of
this code, establishes requirenents for initial formation of a
donestic conmpany and for capital and surplus of a donestic
i nsurance conpany. Because only the capital and surplus
requi rements of Chapter 841 can have application to a foreign or
alien conpany, the revised | aw references only those provisions.

Revi sed Law

Sec. 982.106. CAPI TAL STOCK AND SURPLUS REQUI REMENTS FOR
OTHER | NSURANCE COMPANIES. (a) This section applies only to a
foreign or alien insurance conpany other than a |ife insurance
conpany, accident insurance conpany, life and accident insurance
conpany, health and acci dent insurance conpany, or life, health,
and acci dent insurance conpany.

(b) A foreign or alien insurance conpany is subject to
Sections 822.203, 822.205, 822.210, and 822.212. The depart nent
may not authorize a foreign or alien insurance conpany to engage
in the business of insurance in this state unless the conpany has
and mai ntains the mnimum capital and surplus anounts as required
by this code for conpani es organi zed under this code and engagi ng
in the sane kinds of business.

(c) The departnment nmay not deny authorization for a foreign
or alien insurance conpany to engage in the business of insurance
in this state because all of the conmpany's capital stock has not
been fully subscribed and paid for, if:

(1) at least the m ninmumdollar anmount of capital
stock of the conpany required by the laws of this state, which




may be less than all of the conpany's authorized capital stock,
has been subscribed and paid for; and
(2) the conpany:

(A) has at |east the m nimum dol |l ar anount of
surplus required by the laws of this state for the kinds of
busi ness the conpany seeks to wite; and

(B) has fully complied with the [aws of the
conpany's domciliary state or country relating to authorization
and issuance of capital stock. (V.T.1.C Art. 21.43, Sec. 13(a);
Art. 21.44, Subsecs. (a), (b) (part).)

Source Law

[Art. 21.43]

Sec. 13. (a) A foreign or alien insurance corporation may
not be denied perm ssion to do business in this state on the
ground that all of its authorized capital stock has not been
fully subscribed and paid for if:

(1) at least the m ninmumdollar anount of capital
stock of the corporation required by the laws of this state
(which may be less than all of its authorized capital stock) has
been subscri bed and paid for;

(2) it has at |least the m ninumdoll ar anmount of
surplus required by the laws of this state for the kinds of
busi ness the corporation seeks to wite; and

(3) the corporation has fully conplied with the | aws
of its domciliary state or country relating to authorization and
i ssuance of capital stock

Art. 21.44. (a) No foreign or alien insurance conmpany
subject to the provisions of Article 21.43 of this code shall be
permtted to do business within this State unless it shall have
and maintain the mninumrequirenents of this Code as to capita
or surplus or both, applicable to conpanies organi zed under this
Code doi ng the sane kind or kinds of business.

(b) Articles 2.20 . . . of this code apply to an insurance
conpany subject to this article.

Revi sed Law
Sec. 982.107. APPLICABILITY OF OTHER LAW Article 21.49-8
applies to a foreign or alien insurance conmpany. (V.T.I.C
Art. 3.27-4 (part); Art. 21.44, Subsec. (b) (part).)
Source Law

Art. 3.27-4. Articles . . . and 21.49-8 of this code apply
to an insurance conpany subject to this subchapter

[Art. 21.44]
(b) Articles . . . and 21.49-8 of this code apply to an



i nsurance conpany subject to this article.

Revi sed Law
Sec. 982.108. DEPOCSI T REQUI REMENTS FOR ALI EN | NSURANCE
COMPANY. An alien insurance conpany may not engage in the
busi ness of insurance in this state without first depositing with
the conptroller, for the benefit of the conpany's policyhol ders
who are citizens or residents of the United States, bonds or
securities of the United States or this state in an anmount at
| east equal to:
(1) the mnimumcapital required to be maintained by a
donmestic stock insurer authorized to engage in the sanme kind of
i nsurance; or
(2) one-half the m ni mum unencunbered surplus required
to be maintained by a donestic nutual insurer authorized to
engage in the sane kind of insurance. (V.T.1.C Art. 3.23,
Subsec. (a); Art. 21.43, Sec. 7(a).)
Source Law

Art. 3.23. (a) No alien insurance conpany shall transact
business in this State, unless it shall first deposit and keep
deposited with the conptroller, for the benefit of the
pol i cyhol ders of such conpany, citizens or residents of the
United States, bonds or securities of the United States or the
State of Texas in an ampbunt at |east equal to the m nimum capital
required to be nmaintained by a donestic stock insurer |icensed to
transact the sane kind of insurance, or at |east equal to
one-half the mnimumfree surplus required to be nmaintained by a
domestic nutual insurer licensed to transact the sanme kind of
i nsur ance.

[Art. 21.43]

Sec. 7. (a) No alien insurance corporation shall transact
business in this State, unless it shall first deposit and keep
deposited with the conptroller, for the benefit of the
pol i cyhol ders of such conpany, citizens, or residents of the
United States, bonds or securities of the United States or the
State of Texas in an ampbunt at |east equal to the m nimum capital
required to be nmaintained by a donestic stock insurer licensed to
transact the sanme kind of insurance, or at |east equal to
one-half the mnimumfree surplus required to be nmaintained by a
domestic nmutual insurer licensed to transact the sanme kind of
i nsur ance.

Revi sed Law
Sec. 982.109. DURATION CF DEPCSI T BY LIFE, HEALTH, OR
ACCI DENT | NSURANCE COVPANIES. An alien life insurance conpany,
acci dent insurance conpany, |life and accident insurance conpany,




heal th and acci dent insurance conpany, or life, health, and
acci dent insurance conpany shall maintain the deposit required by
Section 982.108 for the period that the conpany has any
outstanding liability arising fromits insurance transactions in
the United States. The deposit is liable to pay the judgnents,
as decreed by courts, of the conmpany's policyholders in the
United States. (V.T.1.C Art. 3.24.)

Source Law

Art. 3.24. The deposit required by the preceding article
shall be held Iiable to pay the judgnments of policyhol ders of the
insurer in the United States, and may be so decreed by the court
adj udi cating the same. It shall be maintained so |ong as any
l[iability of the insurer arising out of its insurance
transactions in the United States remai ns outstandi ng.

Revi sed Law

Sec. 982.110. DURATION OF DEPOCSI T FOR OTHER | NSURANCE
COWPANI ES. An alien insurance conpany, other than an alien life
i nsurance conpany, accident insurance conpany, |ife and accident
i nsurance conpany, health and acci dent insurance conpany, or
life, health, and accident insurance conpany, shall maintain the
deposit required by Section 982.108 for the period that the
conpany has any outstanding liability arising fromits insurance
transactions in the United States. The deposit is for the
excl usive benefit, security, and protection of the conpany's
policyholders in the United States. (V.T.1.C Art. 21.43, Sec.
8.)

Source Law

Sec. 8. The deposit required by Section 7 of this article
shall be for the exclusive benefit, security, and protection of
pol i cyhol ders of the insurer in the United States. It shall be
mai ntai ned so long as any liability of the insurer arising out of
its insurance transactions in the United States remnains
out st andi ng.

Revi sed Law

Sec. 982.111. EXCEPTION TO DEPCSI T REQUI REMENT: TRUSTEED
ASSETS. (a) On approval by the comm ssioner as provided by
Subchapter D, instead of making the deposit with the conptroller
under Section 982.108, an authorized alien insurance conpany may
deposit bonds or securities of the United States or this state
with a trustee or trustees for the security of the conpany's
pol i cyholders in the United States.

(b) An alien insurance conpany shall maintain the deposit
permtted by Subsection (a) as provided by Subchapter D.
(V.T.1.C. Art. 3.23, Subsec. (b); Art. 21.43, Sec. 7(b).)




Source Law

[Art. 3.23]

(b) Upon approval of the conmm ssioner in accordance wth
Article 3.27-1 of this subchapter, a |licensed alien insurer may
be permtted to deposit assets with a trustee or trustees for the
security of its policyholders in the United States in |ieu of
maki ng the deposit with the conptroller so long as such assets
are conposed of securities or bonds of the United States or this
State and are mmintained in accordance with provisions of Article
3.27-1 of this code.

[Art. 21.43]
[ Sec. 7]

(b) Upon approval of the comm ssioner in accordance wth
Section 10 of this article, a licensed alien insurer may be
permtted to deposit assets with a trustee or trustees for the
security of its policyholders in the United States in |ieu of
maki ng the deposit with the conptroller so long as such assets
are conposed of securities or bonds of the United States or this
State and are mmintained in accordance with provisions of Section
10 of this article.

Revi sed Law

Sec. 982.112. EXCEPTI ON TO DEPCSI T REQUI REMENT: DEPOSI T
W TH OFFI CER | N ANOTHER STATE. (a) The deposit required under
Section 982.108 is not required in this state if the deposit
required by that section has been made in any state of the United
States, under the |aws of that state, in a manner that secures
equal ly the policyhol ders of the conmpany who are citizens and
residents of the United States.

(b) An alien insurance conpany that desires to neet the
requi renents of Section 982.108 as provided by Subsection (a)
shall file with the departnment a certificate of the deposit. The
certificate nust be signed by and under the seal of the officer
of the state with whomthe deposit was made. (V.T.I.C Art. 3.26;
Art. 21.43, Sec. 7(c).)

Source Law

Art. 3.26. If the deposit required by Article 3.23 of this
code has been nade in any State of the United States, under the
| aws of such State, in such manner as to secure equally all the
pol i cyhol ders of such Conmpany who are citizens and residents of
the United States, then no deposit shall be required in this
State; but a certificate of such deposit under the hand and sea
of the officer of such other State with whomthe sane has been
made shall be filed with the Departnent.



[Art. 21.43]
[ Sec. 7]

(c) |If the deposit required by Subsection (a) of this
section has been nade in any State of the United States, under
the I aws of such State, in such manner as to secure equally al
t he policyhol ders of such Conpany who are citizens and residents
of the United States, then no deposit shall be required in this
State; but a certificate of such deposit under the hand and sea
of the officer of such other State with whomthe sane has been
made shall be filed with the Departnent.

Revi sed Law
Sec. 982.113. | SSUANCE OF CERTI FI CATE OF AUTHORI TY TO LI FE,
HEALTH, OR ACCI DENT | NSURANCE COMPANY. (a) The comm ssioner
shall file in the conm ssioner's office the docunents delivered

to the departnment under this subchapter and shall issue to a
foreign or alien |ife insurance conpany, accident insurance
conpany, life and accident insurance conpany, health and acci dent

i nsurance conpany, or life, health, and accident insurance
conpany a certificate of authority to engage in this state in the
ki nd of business specified in the docunents if:

(1) the conpany has conplied with the requirenents of
this chapter and any other requirenent inposed on the conpany by
 aw; and

(2) the conpany's operational history denonstrates
t hat the expanded operation of the conmpany in this state or its
operations outside this state will not create a condition that
m ght be hazardous to the conpany's policyholders or creditors or
to the public.

(b) The operational history of a life insurance conpany,
acci dent insurance conpany, |life and accident insurance conpany,
heal th and acci dent insurance conpany, or life, health, and
acci dent insurance conpany under Subsection (a)(2) nust be
reviewed in conjunction wth:

(1) the conpany's | oss experience;

(2) the kinds and nature of risks insured by the
conpany;

(3) the conpany's financial condition and its
owner shi p;

(4) the conpany's proposed nethod of operation;

(5) the conpany's affiliations;

(6) the conpany's investnents;

(7) the conpany's contracts, if any, leading to
contingent liability or agreenents in respect to guaranty and
surety, other than insurance; and

(8) the ratio of total annual prem um and net
i nvestment income to comm ssion expenses, general insurance
expenses, policy benefits paid, and required policy reserve



increases. (V.T.1.C. Art. 3.24-1 (part).)
Source Law

Art. 3.24-1. Wen a foreign or alien conpany has conplied
with the requirenents of this Subchapter and all other
requi renents inposed on such conpany by | aw and has paid any
deposit inposed by |law, and the operational history of the
conpany when reviewed in conjunction with its | oss experience,
the kinds and nature of risks insured, the financial condition of
t he conpany and its ownership, its proposed nethod of operation,
its affiliations, its investnments, any contracts |leading to
contingent liability or agreenents in respect to guaranty and
surety, other than insurance, and the ratio of total annual
prem um and net investnent incone to conm ssion expenses, general
i nsurance expenses, policy benefits paid and required policy
reserve increases, indicates a condition such that the expanded
operation of the conpany in this State or its operations outside
this State will not create a condition which m ght be hazardous
to its policyholders, creditors or the general public, the
Comm ssioner shall file in the office the docunents delivered to
hi m and shall issue to the conpany a certificate of authority to
transact in this State the kind or kinds of business specified
t herei n.

Revi sor's Note

V.T.1.C. Article 3.24-1 provides that the conm ssioner of
i nsurance shall issue a certificate of authority to a foreign or
alien conpany that has conplied with the requirenents of
Subchapter B, V.T.1.C. Chapter 3, revised in this chapter, "and
has paid any deposit inposed by law." The revised |aw omts the
guot ed | anguage as unnecessary. The only statutory requirenent
that a foreign or alien conpany pay a deposit to transact the
busi ness of life, health, or accident insurance in this state is
contained in V.T.1.C. Article 3.23, revised as Section 982. 108,
and as such is included in the requirenments of this chapter.

[ Sections 982.114-982. 200 reserved for expansi on]
SUBCHAPTER D. TRUSTEED ASSETS OF ALI EN | NSURANCE COVPANI ES
Revi sed Law

Sec. 982.201. DEED OF TRUST: GENERAL PROVISIONS. (a) A
deed of trust relating to the trusteed assets of an authorized
alien insurance conpany and all anmendments to the deed of trust
are effective only if approved by the comm ssi oner.

(b) The deed of trust nust contain provisions that:

(1) wvest legal title to trusteed assets in the trustee
or trustees and the trustees' |lawfully appoi nted successors, in
trust for the security of the policyholders of the alien
i nsurance conpany in the United States;

(2) provide for substitution of a new trustee or




trustees, subject to the comm ssioner's approval, in the event of
vacancy by death, resignation, or other incapacity; and

(3) require that the trustee or trustees continuously
mai ntain a record sufficient to identify the trusteed assets.

(c) The deed of trust may provide that inconme, earnings,

di vidends, or interest accunul ations of the trusteed assets may
be paid over to the United States manager of the alien insurance
conpany on request.

(d) The deed of trust and all anmendnents to the deed of
trust nust be authenticated in the form and manner prescribed by
the comm ssioner. (V.T.1.C. Art. 3.27-1, Subsecs. (b), (f), (9);
Art. 21.43, Secs. 10(b), (f), (9).)

Source Law

[Art. 3.27-1]

(b) The deed of trust and all anmendnents to the deed of
trust of such insurer shall be authenticated in such form and
manner as prescribed by the comm ssioner, and shall not be
effective unl ess approved by the comm ssi oner.

(f) The deed of trust shall contain provisions which:

(1) wvest legal title to trusteed assets in the trustee
or trustees and successors |awfully appointed, in trust for the
security of all policyholders of the alien insurer within the
United States;

(2) provide for substitution of a new trustee or
trustees in the event of vacancy by death, resignation, or other
i ncapacity, subject to the approval of the comm ssioner; and

(3) require that the trustee or trustees shal
continuously maintain a record at all tinmes sufficient to
identify the assets of the trust fund.

(g) The deed of trust may provide that inconme, earnings,
di vidends, or interest accunul ations of the assets of the fund
may be paid over to the United States nmanager of the alien
i nsurer, upon request.

[Art. 21.43]
[ Sec. 10]

(b) The deed of trust and all anmendnents to the deed of
trust of such insurer shall be authenticated in such form and
manner as prescribed by the comm ssioner and shall not be
effective unl ess approved by the comm ssi oner.

(f) The deed of trust shall contain provisions which:

(1) wvest legal title to trusteed assets in the trustee
or trustees and successors |awfully appointed, in trust for the
security of all policyholders of the alien insurer within the
United States;



(2) provide for substitution of a new trustee or
trustees in the event of vacancy by death, resignation, or other
i ncapacity, subject to the approval of the comm ssioner; and

(3) require that the trustee or trustees shal
continuously maintain a record at all tinmes sufficient to
identify the assets of the trust fund.

(g) The deed of trust may provide that inconme, earnings,
di vidends, or interest accunul ations of the assets of the fund
may be paid over to the United States manager of the alien
i nsurer, upon request.

Revi sed Law

Sec. 982.202. DEED OF TRUST: APPROVAL BY COW SSI ONER
(a) The conmm ssioner shall approve a deed of trust relating to
the trusteed assets of an alien insurance conpany if the
conmi ssi oner determn nes:

(1) the deed of trust or its amendnents are sufficient
in formand conformw th applicable |aw,

(2) the trustee or trustees are eligible to serve in
t hat capacity; and

(3) the deed of trust is adequate to protect the
interests of the beneficiaries of the trust.

(b) If, after notice and hearing, the comm ssioner
determ nes that a requisite for approval of a deed of trust under
Subsection (a) does not exist, the conmm ssioner may w t hdraw
approval .

(c) The conm ssioner may approve a change in any deed of
trust that in the comm ssioner's judgnent is in the best
interests of the policyholders of the alien insurance conpany in
the United States. (V.T.1.C Art. 3.27-1, Subsecs. (c), (d), (e);
Art. 21.43, Secs. 10(c), (d), (e).)

Source Law

[Art. 3.27-1]

(c) The conm ssioner shall give approval to a deed of trust
i f the conm ssioner finds:

(1) the deed of trust or its amendnments are sufficient
in formand are in conformty with applicable |aw,

(2) the trustee or trustees are eligible as such; and

(3) the deed of trust is adequate to protect the
interests of the beneficiaries of the trust.

(d) If after notice and hearing the conm ssioner finds that
the requisites for approval of the deed of trust no | onger exist,
t he conm ssioner may w t hdraw approval .

(e) The comm ssioner may fromtinme to tinme approve
nodi fications of, or variations in any deed of trust, which in
the comm ssioner's judgnent are in the best interests of the
pol i cyhol ders of the alien insurer within the United States.



[Art. 21.43]
[ Sec. 10]

(c) The conm ssioner shall give approval to a deed of trust
i f the conm ssioner finds:

(1) the deed of trust or its anmendnents are sufficient
in formand are in conformty with applicable |aw,

(2) the trustee or trustees are eligible as such; and

(3) the deed of trust is adequate to protect the
interests of the beneficiaries of the trust.

(d) If after notice and hearing the conm ssioner finds that
the requisites for approval of the deed of trust no | onger exist,
t he conm ssioner may w t hdraw approval .

(e) The comm ssioner may fromtinme to tinme approve
nodi fications of, or variations in any deed of trust, which in
the comm ssioner's judgnent are in the best interests of the
pol i cyhol ders of the alien insurer corporation within the United
St at es.

Revi sor's Note

Subsection (e), V.T.1.C Article 3.27-1, and Section 10(e),
V.T.1.C. Article 21.43, provide that the conm ssioner of
insurance may "fromtinme to tinme" approve nodifications of or
variations in a deed of trust. The revised law omts "fromtine
to time" as unnecessary in this context. The authority to take
an action includes the authority to take that action "fromtine
to tine."

Revi sed Law

Sec. 982.203. LOCATION OF TRUSTEED ASSETS. (a) The
trusteed assets of an alien insurance conpany shall be kept
continuously in the United States.

(b) The trusteed assets of an alien insurance conpany that
enters the United States through this state shall be kept
continuously in this state. (V.T.1.C Art. 3.27-1, Subsec. (a)
(part); Art. 21.43, Sec. 10(a) (part).)

Source Law

Art. 3.27-1. (a) . . . Al trusteed assets shall be
continuously kept within the United States, and the trusteed
assets of an alien insurer entering the United States through
this State shall be kept continuously in this State.

[Art. 21.43]

Sec. 10. (a) . . . Al trusteed assets shall be
continuously kept within the United States, and the trusteed
assets of an alien insurer entering the United States through
this State shall be kept continuously in this State.



Revi sed Law
Sec. 982.204. W THDRAWAL OF TRUSTEED ASSETS. (a) The deed
of trust relating to the trusteed assets of an alien insurance
conpany nust provide that the trustee or trustees may not nake or
permt a withdrawal of assets, other than as specified by Section
982.201(c), without the comm ssioner's prior witten approval
except to:

(1) make deposits required by law in any state for the
security or benefit of the policyholders of the conpany in the
United States;

(2) substitute other assets permtted by |aw and at
| east equal in value to those w thdrawn, subject to Subsection
(b); or

(3) transfer the assets to an official |iquidator or
rehabilitator in accordance with an order of a court of conpetent
jurisdiction.

(b) A withdrawal under Subsection (a)(2) nay be nade only
on the specific witten direction of the United States manager or
an assistant United States manager when authorized and acting
under general or specific witten authority previously given or
del egated by the board of directors.

(c) On withdrawal of trusteed assets deposited in another
state in which the alien insurance conpany is authorized to
engage in the business of insurance:

(1) the deed of trust may require simlar witten
approval of the insurance supervising official of that state
i nstead of the conmi ssioner's approval as provided by Subsection
(a); and

(2) if approval under Subdivision (1) is required, the
conpany shall notify the conmm ssioner in witing of the nature
and extent of the withdrawal. (V.T.1.C Art. 3.27-1, Subsecs.
(h), (i); Art. 21.43, Secs. 10(h), (i).)

Source Law

[Art. 3.27-1]

(h) The deed of trust shall provide that no w thdrawal of
assets, other than inconme as specified in Subsection (g) of this
article, shall be made or permtted by the trustee or trustees
wi thout prior witten approval of the conm ssioner, except:

(1) to nmake deposits required by law in any state for
the security or benefit of all policyholders of the alien insurer
in the United States;

(2) to substitute other assets permtted by |aw and at
| east equal in value to those w thdrawn upon the specific witten
direction of the United States manager or an assistant United
St at es manager when duly enpowered and acting pursuant to either
general or specific witten authority previously given or
del egated by the board of directors; or



(3) to transfer such assets to an official |iquidator
or rehabilitator pursuant to an order of a court of conpetent
jurisdiction.

(i) Upon wthdrawal of trusteed assets deposited in another
state in which the insurer is authorized to do business, the deed
of trust may require simlar witten approval of the insurance
supervising official of that state in |lieu of approval of the
conmi ssi oner as provided in Subsection (h) of this article. In
all such instances, the alien insurer shall notify the
conm ssioner in witing of the nature and extent of the
wi t hdr awal .

[Art. 21.43]
[ Sec. 10]

(h) The deed of trust shall provide that no w thdrawal of
assets, other than income as specified in Subsection (g) of this
section, shall be nmade or permtted by the trustee or trustees
wi thout prior witten approval of the conm ssioner, except:

(1) to nmake deposits required by law in any state for
the security or benefit of all policyholders of the alien insurer
in the United States;

(2) to substitute other assets permtted by |aw and at
| east equal in value to those wi thdrawn, upon the specific
witten direction of the United States nanager or an assi stant
Uni ted States manager when duly enpowered and acting pursuant to
either general or specific witten authority previously given or
del egated by the board of directors; or

(3) to transfer such assets to an official |iquidator
or rehabilitator pursuant to an order of a court of conpetent
jurisdiction.

(i) Upon wthdrawal of trusteed assets deposited in another
state in which the insurer is authorized to do business, the deed
of trust may require simlar witten approval of the insurance
supervising official of that state in |lieu of approval of the
conmi ssi oner as provided in Subsection (h) of this section. In
all such instances, the alien insurer shall notify the
conmi ssioner in witing of the nature and extent of the
wi t hdr awal .

[ Sections 982. 205-982. 250 reserved for expansi on]

SUBCHAPTER E. TRUSTEED SURPLUS OF ALI EN | NSURANCE COMPANI ES
Revi sed Law
Sec. 982.251. TRUSTEED SURPLUS OF ALI EN | NSURANCE COVPANY.
The total value of an alien insurance conpany's general state
deposits and trusteed assets less the total net amount of all the
conpany's liabilities and reserves in the United States, as
determ ned in accordance with Section 982.252, is the conpany's




trusteed surplus in the United States. (V.T.1.C. Art. 3.27-2,
Subsec. (e) (part); Art. 21.43, Sec. 11(e) (part).)
Source Law

[Art. 3.27-2]

(e) The aggregate value of the insurer's general state
deposits and trusteed assets | ess the aggregate net amount of al
its liabilities and reserves in the United States as determ ned
in accordance with this section shall be known as its "trusteed"
surplus in the United States.

[Art. 21.43]
[ Sec. 11]

(e) The aggregate value of the insurer's general state
deposits and trusteed assets | ess the aggregate net amount of al
its liabilities and reserves in the United States as determ ned
in accordance with this section shall be known as its "trusteed"
surplus in the United States.

Revi sed Law

Sec. 982.252. FORM AND CONTENTS OF FI NANCI AL STATEMENT OF
ALl EN | NSURANCE COVPANY. (a) A financial statenent required to
be filed by an alien insurance conpany under Section 982. 004 nust
be on a formprescribed by the comm ssioner and nust show, as of
t he precedi ng Decenber 31

(1) the conpany's general deposits of assets in the
United States deposited with officers of any state in trust for
t he exclusive benefit, security, and protection of the conpany's
pol i cyholders in the United States;

(2) the conpany's special deposits of assets in the
United States deposited with officers of any state in trust for
t he exclusive benefit, security, and protection of the conpany's
pol i cyholders in a particular state;

(3) the conpany's trusteed assets in the United States
hel d for the exclusive benefit, security, and protection of the
conpany's policyholders in the United States;

(4) the conpany's reserves and other liabilities
arising out of policies or obligations issued, assuned, or
incurred in the United States; and

(5) any further information as determ ned necessary to
i npl enent this section.

(b) In addition to the requirenents under Subsection (a), a
financial statenment filed by an alien life insurance conpany nust
show t he anpbunt of the conmpany's policy |loans to policyholders in
the United States, not exceeding the anmpbunt of the |egal reserve
required on each policy.

(c) In determning the net anount of an alien insurance
conpany's liabilities in the United States, the conpany may




deduct :

(1) reinsurance on |osses with insurers qualifying for
credit, less unpaid reinsurance premuns, with a schedul e show ng
by conpany the anount deducted; and

(2) unearned prem unms on agents' bal ances or
uncol | ected prem uns not nore than 90 days past due.

(d) Any liability on an asset not considered in the
statement nmay be applied agai nst that asset.

(e) A special state deposit held for the exclusive benefit
of policyholders of a particular state may be allowed as an
of fset against the alien insurance conpany's liabilities in that
state only.

(f) The statenment may include accrued interest at the date
of the statenent on assets deposited with states and trustees if
the interest is collected by the states or trustees.

(g) The United States manager, attorney-in-fact, or
aut hori zed assistant United States nmanager of the alien insurance
conpany shall sign and verify the statenment. The United States
trustee or trustees shall certify the itens of securities and
ot her property held under deeds of trust.

(h) The conm ssioner nmay at any tinme and for any period
determ ned necessary require additional statenents of the kind
required by this section. (V.T.1.C Art. 3.27-2, Subsecs. (a)
(part), (b), (c), (d), (f); Art. 21.43, Secs. 1ll(a) (part), (b),
(c), (d), (f).)

Source Law

Art. 3.27-2. (a) [Every authorized alien insurer shal
file with the Departnent a financial statenment not l|ater than
March 1 of each year] on a form prescribed by the conm ssi oner
showi ng at |ast year end the follow ng:

(1) all its general deposits of assets within the
United States deposited with officers of any state in trust for
t he exclusive benefit, security, and protection of its
pol i cyholders within the United States;

(2) all its special deposits of assets within the
United States deposited with officers of any state in trust for
t he exclusive benefit, security, and protection of its
pol i cyholders within a particul ar state;

(3) all its trusteed assets within the United States
held by a trustee or trustees for the exclusive benefit,
security, and protection of all its policyholders within the

United States;

(4) the amount of its policy loans to policyhol ders
within the United States, not exceeding the anmount of the |egal
reserve required on each such policy;

(5) all its reserves and other liabilities arising out
of policies or obligations issued, assumed or incurred in the



United States; and

(6) such further information as determ ned necessary
to inplenment provisions of this article.

(b) In determning the net anbunt of an alien insurer's
liabilities in the United States, a deduction may be nade for the
f ol | owi ng:

(1) reinsurance on losses with insurers qualifying for
credit, less unpaid reinsurance premuns, with a schedul e show ng
by conpany the anount deducted; and

(2) unearned prem unms on agents' bal ances or
uncol | ected prem uns not nore than 90 days past due. Any
l[iability on an asset not considered in the statenment may be
appl i ed agai nst such asset.

(c) No credit shall be allowed in the statement for any
speci al state deposit held for the exclusive benefit of
pol i cyhol ders of any particular state except as an offset agai nst
the liabilities of the alien insurer in that state.

(d) The accrued interest at the date of the statenment on
assets deposited with states and trustees shall be allowed in the
statenment where the interest is collected by the states or
t rust ees.

(f) The trusteed surplus statenent shall be signed and
verified by the United States manager, attorney-in-fact, or a
duly enpowered assistant United States manager of the alien
insurer. The itens of securities and other property held under
trust deeds shall be certified to by the United States trustee or
trustees. The conm ssioner may at any tine and for any tine
period determ ned necessary require further statenents of the
same ki nd.

[Art. 21.43]
Sec. 11. (a) [Every authorized alien insurer shall file

with the Departnment a financial statenment not later than March 1
of each year] on a form prescribed by the conmm ssioner show ng at
| ast year end the follow ng:

(1) all its general deposits of assets within the
United States deposited with officers of any state in trust for
t he exclusive benefit, security, and protection of its
pol i cyholders within the United States;

(2) all its special deposits of assets within the
United States deposited with officers of any state in trust for
t he exclusive benefit, security, and protection of its
pol i cyholders within a particul ar state;

(3) all its trusteed assets within the United States
held by a trustee or trustees for the exclusive benefit,
security, and protection of all its policyholders within the

Uni ted St ates;



(4) all its reserves and other liabilities arising out
of policies or obligations issued, assunmed, or incurred in the
United States; and

(5) such further information as determ ned necessary
to i nplenment provisions of this section.

(b) In determning the net anbunt of an alien insurer's
liabilities in the United States, a deduction may be nade for the
f ol | owi ng:

(1) reinsurance on losses with insurers qualifying for
credit, less unpaid reinsurance premuns, with a schedul e show ng
by conpany the anount deducted; and

(2) unearned prem unms on agents' bal ances or
uncol | ected prem uns not nore than 90 days past due. Any
l[iability on an asset not considered in the statenment may be
appl i ed agai nst such asset.

(c) No credit shall be allowed in the statenment for any
speci al state deposit held for the exclusive benefit of
pol i cyhol ders of any particular state except as an offset agai nst
the liabilities of the alien insurer in that state.

(d) The accrued interest at the date of the statenment on
assets deposited with states and trustees shall be allowed in the
statenment where the interest is collected by the states or
t rust ees.

(f) The trusteed surplus statenment shall be signed and
verified by the United States manager, attorney-in-fact, or a
duly enpowered assistant United States manager of the alien
insurer. The itens of securities and other property held under
trust deeds shall be certified to by the United States trustee or
trustees. The comm ssioner may at any tinme and for any tine
period determ ned necessary require further statenents of the
same ki nd.

Revi sor's Note

Subsection (a)(3), V.T.I.C. Article 3.27-2, and Section
11(a)(3), V.T.1.C Article 21.43, refer to "trusteed assets .
held by a trustee or trustees.” The revised law omts "held by a
trustee or trustees" as unnecessary because that concept is
included within the definition of "trusteed asset" under
Subsection (a), V.T.1.C Article 3.27-1, and Section 10(a),
V.T.1.C. Article 21.43, revised as Section 982. 001(7).

Revi sed Law

Sec. 982.253. | MPAIRVENT OF TRUSTEED SURPLUS. (a) |If the
conmi ssi oner determines froma statenent filed under Section
982. 252 or any report that an alien insurance conpany's trusteed
surplus is less than the greater of the m ninmum capital required
of, or the mninmmsurplus required to be maintained by, a
donmesti c i nsurance conpany authorized to engage in the sane kinds




of insurance, the comm ssioner shall:
(1) determne the anount of the inpairnment; and
(2) order the conpany, through its United States
manager or attorney, to elimnate the inpairnment within the
peri od designated by the conm ssioner.

(b) The period for elimnating an inpairnment under
Subsection (a) nust end not later than the 90th day after the
date the order is served.

(c) The conm ssioner may al so by order revoke or suspend an
alien insurance conpany's certificate of authority or prohibit
t he conpany fromissuing new policies in the United States while
an i npairment under Subsection (a) exists. (V.T.1.C
Art. 3.27-2, Subsec. (e) (part); Art. 21.43, Sec. 11(e) (part).)

Source Law

[Art. 3.27-2]

(e) . . . \Wenever it appears to the conm ssioner from any
such statenent or any report that an alien insurer's trusteed
surplus is reduced bel ow the greater of m ninmum capital required
of, or the mnimmsurplus required to be maintained by, a
donmestic insurer licensed to transact the sane ki nds of
i nsurance, the comm ssioner shall determ ne the anount of the
i mpai rment and order the insurer, through its United States
manager or attorney, to elimnate the inpairnment within such
period as the conm ssioner designates, not nore than 90 days from
service of the order. The conm ssioner may al so by order revoke
or suspend the insurer's license or prohibit it fromissuing new
policies in the United States while the inpairnment exists.

[Art. 21.43]
[ Sec. 11]
(e) . . . \Wenever it appears to the conm ssioner from any

such statenent or any report that an alien insurer's trusteed
surplus is reduced below the greater of m ninmum capital required
of, or the mnimmsurplus required to be maintained by, a
donmestic insurer licensed to transact the sane ki nds of

i nsurance, the comm ssioner shall determ ne the anount of the

i mpai rment and order the insurer, through its United States
manager or attorney, to elimnate the inpairnment within such
period as the conm ssioner designates, not nore than 90 days from
service of the order. The conm ssioner may al so by order revoke
or suspend the insurer's license or prohibit it fromissuing new
policies in the United States while the inpairnment exists.

Revi sed Law
Sec. 982.254. FAILURE TO ELI M NATE | MPAI RVENT OF TRUSTEED
SURPLUS. If an alien insurance conpany has not satisfied the
conmi ssioner at the end of the designated period under Section




982. 253(a) that the inpairnment has been elimnated, the

conmi ssi oner may proceed agai nst the conpany as provided by

Article 21.28-A as an insurance conpany whose further transaction

of the business of insurance in the United States will be

hazardous to its policyholders in the United States. (V.T.1.C.

Art. 3.27-2, Subsec. (e) (part); Art. 21.43, Sec. 1l1(e) (part).)
Source Law

[Art. 3.27-2]

(e) . . . If at the expiration of the designated period
has not satisfied the comm ssioner that the inpairnment has been
el i m nated, the comm ssioner may proceed agai nst such insurer
pursuant to the provisions of Article 21.28-A of this code as an
i nsurer whose further transaction of the business of insurance in
the United States will be hazardous to its policyholders in the
United States.

[Art. 21.43]
Sec. 11. . . .
(e) . . . If at the expiration of the designated period has

not satisfied the conm ssioner that the inpairnment has been

el i m nated, the comm ssioner may proceed agai nst such insurer
pursuant to the provisions of Article 21.28-A of this code as an
i nsurer whose further transaction of the business of insurance in
the United States will be hazardous to its policyholders in the
United States.

Revi sed Law

Sec. 982.255. EXAM NATI ON OF ALI EN | NSURANCE COVPANY
(a) The books, records, accounting, and verification relating to
an aut horized alien insurance conpany's trusteed assets are
subject to exam nation by the departnment or the departnent's
appoi nted representative at the United States branch office of
t he conpany, in the same manner and to the same extent that
applies under Articles 1.15 and 1.16 to donestic and foreign
i nsurance conpani es authorized to engage in the sane kind of
i nsur ance.

(b) The books, records, and accounting for trusteed assets
of an alien insurance conpany that enters the United States
through this state shall be maintained in English in the
conpany's branch office in this state. (V.T.1.C. Art. 3.27-3;
Art. 21.43, Sec. 12.)

Source Law

Art. 3.27-3. (a) The books, records, accounting, and
verification pertaining to the trusteed assets of any authorized
alien insurer are subject to exam nation by the Departnent or its
duly appointed representative at the United States branch office



of such insurer, in the same manner and to the sanme extent that
applies under Articles 1.15 and 1.16 of this code to donestic and
foreign insurers licensed to transact the sanme kind of insurance.

(b) The books, records, and accounting for trusteed assets
shal | be kept and maintained, in English, in the Texas branch
office of any alien insurer entering the United States through
this State.

[Art. 21.43]

Sec. 12. (a) The books, records, accounting, and
verification pertaining to the trusteed assets of any authorized
alien insurer are subject to exam nation by the Departnent or its
duly appointed representative at the United States branch office
of such insurer in the sane manner and to the sane extent that
applies under Articles 1.15 and 1.16 of this code to donestic and
foreign insurers licensed to transact the sanme kind of insurance.

(b) The books, records, and accounting for trusteed assets
shal | be kept and maintained, in English, in the Texas branch
office of any alien insurer entering the United States through
this State.

[ Sections 982. 256-982. 300 reserved for expansi on]

SUBCHAPTER F. PROVI SI ONS APPLI CABLE TO CERTAI N COVPANI ES
Revi sed Law

Sec. 982.301. APPLICABILITY OF SUBCHAPTER This subchapter
applies only to a foreign or alien insurance conpany that is not
a life insurance conpany, accident insurance conpany, life and
acci dent insurance conpany, health and acci dent insurance
conpany, or life, health, and accident insurance conpany. (New.)

Revi sor's Note

As noted in Revisor's Note (1) to Section 982.001,
Subchapters A-E integrate identical provisions of V.T.I.C
Article 21.43 and Subchapter B, V.T.1.C Chapter 3. Article 21.43
does contain several provisions that are not contained in
Subchapter B, Chapter 3, and those provisions are revised in this
subchapter. This section is added to clarify that the provisions
of this subchapter apply only to a foreign or alien insurance
conpany that is not a life insurance conpany, accident insurance
conpany, life and accident insurance conpany, health and acci dent
i nsurance conpany, or life, health, and accident insurance

conpany.

Revi sed Law
Sec. 982.302. REINSURANCE NOT PRCH BI TED. This chapter does
not prohibit a foreign insurance conpany from
(1) reinsuring a donestic insurance conpany; or
(2) locating in this state, if the conpany does not
directly insure persons domciled in this state or insure against




risks located in this state. (V.T.1.C Art. 21.43, Sec. 3(b).)
Source Law

(b) This article does not prohibit a foreign insurer from
reinsuring a donestic insurer or prohibit the |location in Texas
of a conpany that does not directly insure either persons
domciled or other risks located in this state.

Revi sed Law
Sec. 982.303. TEXAS LAW ACCEPTED. A foreign or alien
i nsurance conpany that issues a contract or policy in this state
is considered to have agreed to conply with this code as a
prerequisite to engaging in the business of insurance in this
state. (V.T.1.C. Art. 21.43, Sec. 9.)
Source Law

Sec. 9. The provisions of this code are conditions on which
foreign or alien insurance corporations are permtted to do the
busi ness of insurance in this state, and any of the foreign or
alien corporations engaged in issuing contracts or policies in
this state are deened to have agreed to fully conply with these
provisions as a prerequisite to the right to engage in business
in this state.

Revi sed Law
Sec. 982.304. SAME OR DECEPTI VELY SIM LAR NAME. A foreign
or alien insurance conpany may not be deni ed perm ssion to engage
in the business of insurance in this state because the nane of
the conpany is the sane as or deceptively simlar to the nane of
a donestic corporation existing under the laws of this state or
of another foreign or alien insurance conpany authorized to
engage in the business of insurance in this state if the conpany
desiring to engage in the business of insurance in this state:
(1) files with the departnment and with any county
clerk as provided by Section 36.10 or 36.11, Business & Commerce
Code, an assunmed nane certificate stating a name permtted under
the laws of this state; and
(2) does not engage in any business in this state
except under the assumed nane. (V.T.1.C Art. 21.43, Sec. 13(c).)
Source Law

(c) A foreign or alien insurance corporation subject to
this code nmay not be denied perm ssion to do business in this
state because the nane of the corporation is the sane as, or
deceptively simlar to, the nane of any domestic corporation
exi sting under the laws of this state or of any foreign or alien
corporation authorized to transact business in this state if the
foreign or alien insurance corporation:



(1) files an assuned name certificate setting forth a
nanme permtted under the laws of this state with the Texas
Department of Insurance and with any county clerks as provided by
Section 36.10 or 36.11, Business & Commerce Code; and

(2) does not transact or conduct any business in this
state except under the assumed nane.

Revi sed Law
Sec. 982.305. LIMTATION ON ACTIONS I N OTHER STATE COURTS.
An action involving a contract entered into in this state between
a foreign or alien insurance conpany and a resident of this state
may not be brought in or transferred to a court in another state
wi t hout the consent of the resident of this state. (V.T.I.C
Art. 21.43, Sec. 13(d).)

Source Law

(d) No action on or involving any contract entered into in
this state between an insurance corporation and a resident of
this state shall be comenced in or transferred to a court in
anot her state without the consent of the resident of this state.

Revi sed Law

Sec. 982.306. DEPOCSIT FOR FOREI GN CASUALTY COVPANY NOT
REQUI RED. (a) The departnment may not require a foreign
casual ty i nsurance conpany to make or nmaintain the deposit
required of a donestic casualty insurance conpany by Section
861.252 if a simlar deposit has been nmade in any state of the
United States, under the laws of that state, in a manner that
secures equally all policyholders of the conpany who are citizens
and residents of the United States.

(b) A certificate of the deposit under the signature and
seal of the officer of the other state with whomthe deposit is
made nmust be filed with the departnment. (V.T.1.C. Art. 21.43,
Sec. 13(b).)

Source Law

(b) A foreign casualty insurer may not be required to nake
or maintain the deposit required of donestic casualty insurers by
Article 8.05 of this code if a simlar deposit has been nmade in
any state of the United States, under the laws of that state, in
a manner that secures equally all the policyhol ders of the
conpany who are citizens and residents of the United States. A
certificate of the deposit under the signature and seal of the
officer of the other state with whom the deposit is made nust be
filed with the departnent.



Revi sor's Note
(End of Subchapter)

Section 16, V.T.1.C Article 1.10, requires the conmm ssi oner
of insurance to "admt into this State [foreign] nutual insurance
conpani es engaged in cyclone, tornado, hail and storminsurance

and which have Two MI1lion ($2,000,000.00) Dollars assets
in excess of liabilities." The revised law omts this section as
duplicative of V.T.1.C. Article 2.02, revised in pertinent part
as Section 822.054 of this code, which requires a conpany engaged
in the business of insurance, other than life, health, or
acci dent insurance, to have not "less than $1 million capital and
$1 million surplus." That requirenent applies to a foreign
mut ual insurance conpany by virtue of V.T.1.C. Article 21.44(a),
revised as Section 982.106 of this chapter. The omtted |aw
reads:
Art. 1.10. [In addition to the other
duties required of the departnent, the
departnent shall performduties as follows:]

16. Admt Mitual Conpanies. The
Conmi ssioner shall admit into this State
nmut ual i nsurance conpani es engaged in
cycl one, tornado, hail and storm i nsurance
whi ch are organi zed under the |aws of other
states and which have Two MIlion
(%2, 000, 000. 00) Dol l ars assets in excess of
liabilities.
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SUBCHAPTER C. EFFECT OF REDOVESTI CATI ON

Sec. 983.101. CONTI NUATI ON OF BUSI NESS 1376
Sec. 983.102. EFFECT ON ADM TTED ASSETS 1377

CHAPTER 983. REDOVESTI CATI ON OF

| NSURERS AND HEALTH MAI NTENANCE ORGANI ZATI ONS
SUBCHAPTER A. GENERAL PROVI SI ONS
Revi sed Law
Sec. 983.001. DEFINITION. In this chapter,

"redonesti cation” means a change in domcile of an insurer or
heal t h mai nt enance organi zati on by nmerger, consolidation, or
anot her legal nethod. (V.T.1.C Art. 1.38, Secs. (c) (part), (d)

(part).)

Source Law

(c) [Any foreign insurer or health maintenance

organi zation . . . may] . . . change its domcile by nerger
consol i dation, redonestication, or other |awful nethod .

(dy . . . [Jany insurer or health maintenance organi zation]
redonesticates its corporate domcile . . . by nerger

consol i dation, redonestication, or other |awful method .

Revi sor's Note

(1) Section (c), V.T.1.C. Article 1.38, refers to a change
in domcile "by . . . redonestication.” Section (d), V.T.I.C
Article 1.38, refers to an insurer or health maintenance
organi zation that redonesticates its domcile "by .
redomestication.” The revised law omts the quoted |anguage as
duplicative because it is clear fromthe context of V.T.I.C
Article 1.38 that a |l egal change in domcile of an insurer or
heal t h mai nt enance organi zation is necessarily a redonestication.

(2) The definition of "redonestication” is added to the
revised law for drafting convenience and to elimnate frequent,
unnecessary repetition of the substance of the definition.

Revi sed Law

Sec. 983.002. RULES. The comm ssioner may adopt rules as

necessary to inplenent this chapter. (V.T.1.C Art. 1.38, Sec.

(9).)

Source Law

(g) The Board may pronul gate and adopt such rul es and
regul ations as it deens necessary to carry out the stated
pur poses of this article.

Revi sor's Note
(1) Section (g), V.T.1.C. Article 1.38, refers to "the
Board," meaning the State Board of Insurance. Chapter 685, Acts
of the 73rd Legislature, Regular Session, 1993, abolished that
board and transferred its functions to the conm ssioner of




i nsurance and the Texas Departnent of Insurance. Chapter 31 of
this code defines "conm ssioner” and "departnent” for purposes of
this code and the other insurance |aws of this state to nmean the
conmi ssi oner of insurance and the Texas Departnent of Insurance,
respectively. Throughout this chapter, references to the State
Board of Insurance have been changed appropriately.

(2) Section (g), V.T.1.C. Article 1.38, refers to "rules
and regulations.”™ The reference to "regulations" is omtted from
the revised | aw because under Section 311.005(5), Governnent Code
(Code Construction Act), arule is defined to include a
regul ation. That definition applies to the revised | aw.

[ Sections 983. 003-983. 050 reserved for expansion]
SUBCHAPTER B. REDOVESTI CATI ON PROCESS
Revi sed Law

Sec. 983.051. REDOVESTI CATION: FOREI GN TO DOVESTI C. (a)

An insurer or health mai ntenance organization that is organized
under the laws of another state and authorized to wite insurance
or provide a health care plan in this state nmay redonesticate to
this state if:

(1) the entity amends or restates its articles of
incorporation to conply with each requirenent of this code
relating to the organi zation and authorization of a domestic
entity of the sane type; and

(2) the conm ssioner approves the redonestication.

(b) An insurer or health maintenance organization that
redonesticates under this section is:

(1) considered to be domciled in this state; and

(2) entitled to a certificate of authority to engage
in the business of insurance or the business of a health
mai nt enance organi zation in this state as a donestic insurer or
heal t h mai nt enance organi zati on, as applicable, wthout
interruption of its authority to engage in business in this
state. (V.T.1.C. Art. 1.38, Sec. (a).)

Source Law

Art. 1.38. (a) Any insurer or health maintenance
organi zati on which is organi zed under the |laws of any other state
and which is authorized to do business in this state for the
pur pose of witing insurance or providing a health care plan may
becone a donestic insurer or health nai ntenance organi zati on,
respectively, domciled in this state on the approval of the
conmi ssi oner of insurance by anmending or restating its articles
of incorporation to conply with all of the requirenments of this
code relative to the organization and licensing of a donestic
i nsurer or health maintenance organi zation, respectively, of the
same type. The redonesticated insurer or health mai ntenance
organi zation shall be deened to be domiciled in this state and
shall be entitled to like certificates and |icenses to transact



business in this state, without interruption of its licenses in
this state, as a donestic insurer or health naintenance

organi zation, respectively, and shall be subject to the authority
and jurisdiction of this state.

Revi sor's Note

(1) Section (a), V.T.1.C. Article 1.38, authorizes a
foreign insurer or health maintenance organi zation to "becone a
donmestic insurer or health maintenance organization
domciled in this state.”" The revised |aw substitutes
"redonesticate to this state" for the quoted | anguage for
consi stency of termnology within this chapter. Simlar changes
using "redonesticate" and "redonestication" are made throughout
this chapter

(2) Section (a), V.T.1.C. Article 1.38, states that a
redonesticated insurer or health maintenance organization is
entitled to "like certificates and |licenses to transact business
inthis state." 1In this section, the revised |law omts
"licenses"” and throughout the revision, where appropriate, the
revised |l aw substitutes "certificate of authority" or
"aut hori zation" for "license,"” "licensing," or "certificates"”
because a certificate of authority is the docunment that
aut horizes an insurer or health maintenance organization to
engage in the business of insurance or the business of a health
mai nt enance organi zation in Texas.

(3) Section (a), V.T.1.C. Article 1.38, states that an
i nsurer or health maintenance organi zation that redonesticates to
becone a donestic insurer or health mai ntenance organi zation is
"subject to the authority and jurisdiction of this state.” The
revised law omts the quoted | anguage as unnecessary because a
donmestic insurer or health maintenance organi zation is subject to
state authority and jurisdiction wi thout an express statenent in
law to that effect.

Revi sed Law
Sec. 983.052. REDOVESTI CATI ON:  DOMESTI C TO FOREI GN. (a)
An insurer or health mai ntenance organization that is organized
under the laws of this state and authorized to wite insurance or
provide a health care plan in another state may redonesticate to
that other state if the conmm ssioner and the supervising
regul atory official of the proposed state of dom cile approve the
redonesti cation
(b) On the effective date of redonestication, the entity:
(1) ceases to be a donestic insurer or health
mai nt enance organi zation, as applicable; and
(2) is aqualified foreign insurer or health
mai nt enance organi zation, as applicable, in this state w thout
interruption of its authority to engage in the business of
i nsurance or the business of a health maintenance organi zation in




this state.
(c) The conmm ssioner nmay approve a proposed redonestication

under this section unless the comm ssioner determ nes that:

(1) the proposed redonestication would not be in the
interest of this state's policyholders or enrollees; or

(2) the entity cannot qualify for a certificate of
authority in this state as a foreign insurer or health
mai nt enance organi zation, as applicable. (V.T.I.C Art. 1.38,
Sec. (b).)

Source Law

(b) Any donestic insurer or health maintenance organi zation
organi zed under the laws of this state may change its domcile to
any other state in which it is authorized to transact the
busi ness of insurance or provide a health care plan on the
approval of the conm ssioner of insurance and the supervising
regul atory official of the new domciliary state and, on such
approval, shall cease to be a donestic insurer or health
mai nt enance organi zation, respectively, but shall be admtted to
this state as a qualified foreign insurer or health maintenance
organi zation, respectively, without interruption of its |licenses
inthis state, at the effective date of the redonestication. The
conmi ssi oner of insurance may approve any such proposed
redonestication unless it is determ ned that such change is not
in the interest of the policyholders or enrollees of this state
or that such donestic insurer or health nai ntenance organi zation
cannot qualify for license in this state as a foreign insurer or
heal t h mai nt enance organi zati on, respectively.

Revi sor's Note
Section (b), V.T.1.C Article 1.38, refers to a "donestic
i nsurer or health maintenance organi zati on organi zed under the
laws of this state.” The revised law omts the reference to
"donestic" as duplicative because an insurer or health
mai nt enance organi zation that is "organi zed under the | aws of
this state" is necessarily "donestic."
Revi sed Law
Sec. 983.053. REDOVESTI CATION: FOREIGN TO FOREIGN. (a) An
i nsurer or health maintenance organi zation that is organized
under the laws of another state and authorized to engage in the
busi ness of insurance or the business of a health nai ntenance
organi zation in this state nmay redonesticate to another foreign
state without interruption of its authority to engage in business
inthis state as a foreign insurer or health maintenance
organi zation, as applicable, if:
(1) the entity:
(A) anends or restates its articles of
i ncorporation as required by |aw and




(B) provides proper notice to the conm ssioner;
and
(2) the comm ssioner:
(A) determnes that:

(i) the proposed redonestication would not,
on the effective date of redonestication, result in a reduction
in the amount of the entity's capital or surplus bel ow t he anount
required for authorization as a foreign insurer or health
mai nt enance organi zati on, as applicabl e;

(i) there would not be a material change in
the lines of insurance to be witten or health care plan provided
by the entity;

(iii) the proposed redonestication has been
approved by the supervising regulatory officials of both the
current and proposed state of domcile;

(iv) the proposed redonesticati on woul d not
be detrinental to the interest of the insurer's policyhol ders or
t he heal th mai ntenance organi zation's enrollees in this state;
and

(v) the proposed redonestication is not
related to a change in the control of the entity, unless the
conmi ssi oner has given prior approval to the change in control;
and

(B) approves the redonestication.

(b) Subsection (a)(2)(A)(v) does not apply if the
redonesticating insurer or health maintenance organization is to
beconme a parent, subsidiary, or affiliate of a qualified insurer
or heal th mai nt enance organi zation, as applicable, that has held
a certificate of authority in this state for at |east seven years
before the date of the redonestication. (V.T.1.C. Art. 1.38, Sec.
(c) (part).)

Source Law

(c) Any foreign insurer or health mai ntenance organi zation
organi zed under the |aws of any other state and admtted to
transact business in this state may, on proper notice to and
approval by the comm ssioner of insurance, change its domcile

to another foreign state without interruption of its
licenses in this state as a foreign insurer or health maintenance
organi zation, respectively, by anendnent or restatenment of its
articles of incorporation as required by law and if the
conmi ssi oner of insurance determ nes that:

(1) the change in domicile does not result in a
reduction of either the capital or surplus of the insurer or the
heal t h mai nt enance organi zati on bel ow the requirenments for
adm ssion as a foreign insurer or health maintenance
organi zation, respectively, at the effective date of
redonesti cation



(2) there is no material change in the |ines of
insurance to be witten or health care plan provided by the
insurer or health mai ntenance organi zation, respectively;

(3) the change in domicile of the insurer or health
mai nt enance organi zati on has been approved by the supervising
regul atory officials of both the former and new state of
dom ci | e;

(4) the change of domicile is not detrinental to the
interest of the insurer's policyholders or the heal th maintenance
organi zation's enrollees in this state; and

(5) the redonmestication is not related to a change in
the control of the insurer or health nmai ntenance organi zati on,
unl ess the comm ssioner of insurance has given prior approval to
such change in control; provided, however, that this provision
shall not apply if the redonmesticating insurer or health
mai nt enance organi zation is to beconme a parent, subsidiary, or
affiliate of a qualified insurer or health maintenance
organi zation that has held a certificate of authority in this
state for at |east seven years prior thereto.

Revi sor's Note
Section (c), V.T.1.C. Article 1.38, refers to a "foreign
i nsurer or health maintenance organi zati on organi zed under the
| aws of any other state.” The revised |law omts the reference to
"foreign" as duplicative because an insurer or health naintenance
organi zation that is "organi zed under the | aws of any other
state" is necessarily "foreign."
Revi sed Law
Sec. 983.054. NOTICE AND FI LI NG REQUI RED. An insurer or
heal t h mai nt enance organi zati on shall:
(1) notify the conm ssioner of the details of a
proposed redonesti cation; and
(2) pronptly file with the conm ssioner any anmendnments
to its corporate docunents filed or required to be filed with the
comm ssioner. (V.T.1.C. Art. 1.38, Sec. (f) (part).)
Source Law

(f) Every such redonesticating insurer or health
mai nt enance organi zation shall notify the conm ssioner of
i nsurance of the details of the proposed change and
redonestication and shall file pronptly with the conm ssi oner of
i nsurance any anmendnments to its corporate docunents as are filed
or required to be filed with the conmm ssioner of insurance.

Revi sor's Note
Section (f), V.T.1.C Article 1.38, refers to notification
of a proposed "change and redonestication.” The reference to
"change" is omtted fromthe revised | aw as unnecessary because,




in context, "change" is included within the neaning of
"redonestication.”
Revi sed Law
Sec. 983.055. FORMS OF | NSURANCE POLI CY OR EVI DENCE OF
COVERACE. (a) A redonesticated insurer or health nai ntenance
organi zation shall file with the comm ssioner a new i nsurance
policy or evidence of coverage form or an endorsenent to an
approved policy or evidence of coverage form that inplenents the
redonesti cation
(b) The insurer or health maintenance organization, under
condi tions approved by the comm ssioner and with an appropriate
endorsenment, may continue to use an insurance policy or evidence
of coverage formthat was approved before the redonestication
(V.T.1.C Art. 1.38, Sec. (d) (part).)
Source Law

(d)y . . . Every such redonesticated insurer or health
mai nt enance organi zation shall file either an endorsenent or new
policy or evidence of coverage forns with the conm ssioner of
i nsurance giving effect to the change of domcile. Such
redonesticated insurer or heal th maintenance organi zati on may use
t he exi sting approved policy or evidence of coverage forns of the
redonesticating insurer or health maintenance organization with
appropri ate endorsenents under such conditions as approved by the
conmmi ssi oner of insurance.

Revi sed Law
Sec. 983.056. QOUTSTANDI NG | NSURANCE POLI CY OR EVI DENCE OF
COVERACE: CHANGE OF NAME. A redonesticating insurer or health
mai nt enance organi zation that changes its nane shall endorse each
out standi ng i nsurance policy or evidence of coverage with the new
nane. (V. T.1.C Art. 1.38, Sec. (d) (part).)
Source Law

(d) . . . In the event of a change in such insurer's or
heal t h mai nt enance organi zation's nane, all outstanding policies
of insurance or evidence of coverage shall be endorsed with the
new nane.

Revi sed Law
Sec. 983.057. | SSUANCE OF AMENDED CERTI FI CATE OF AUTHORI TY.
The conm ssioner shall issue an anmended certificate of authority
on approval of a redomestication. (V.T.1.C. Art. 1.38, Sec. (f)

(part).)

Source Law

(f) . . . On approval of the redonestication the
commi ssioner of insurance will issue an anended certificate of



aut hority.

[ Sections 983. 058-983. 100 reserved for expansi on]

SUBCHAPTER C. EFFECT OF REDOVESTI CATI ON
Revi sed Law

Sec. 983.101. CONTI NUATION OF BUSINESS. (a) |If a
redonesticating insurer or health maintenance organization
remains qualified to engage in the business of insurance or the
busi ness of a heal th mai ntenance organi zation in this state, the
following continue in effect after redonestication

(1) the approved agents' appointnments and |icenses;

(2) the approved insurance policy forns and provider
contracts;

(3) the authorized prem umrates;

(4) the quality of care certificates; and

(5) any other relevant itemthat exists on the
effective date of the redonestication.

(b) Each outstanding insurance policy, evidence of
coverage, provider contract, or quality of care certificate of a
redonesticating insurer or health maintenance organization
continues in effect after redomestication. (V.T.1.C. Art. 1.38,
Sec. (d) (part).)

Source Law

(d) The approved agents' appointnents and |icenses, the
approved policy forns and provider contracts, the current
authorized premiumrates, the quality of care certificates, and
other relevant itens which are in existence at the effective date
any insurer or health maintenance organization redonesticates its
corporate domcile to this or any other state . . . shal
continue in full force and effect on such redonestication if such
i nsurer or health maintenance organization remains duly qualified
to transact the business of insurance or the business of a health
mai nt enance organi zation, respectively, in this state. Al
out standi ng policies, evidence of coverage, provider contracts,
or quality of care certificates of any redonesticating insurer or
heal t h mai nt enance organi zation shall remain in full force and
effect in the redonesticated insurer or health maintenance
organi zation, respectively.

Revi sed Law
Sec. 983.102. EFFECT ON ADM TTED ASSETS. Except as provided
by other law, the admtted assets of a redonesticating insurer or
heal t h mai nt enance organi zation that qualify, on the effective
date of the redonestication, as admtted assets under this code
continue to qualify as admtted assets after the redonestication.
(V.T.1.C Art. 1.38, Sec. (e).)




Source Law

(e) The admtted assets of the redonesticating insurer or
heal t h mai nt enance organi zati on which qualify as admtted assets
under the appropriate section of this code as of the effective
date of the redonestication will continue to qualify as admtted
assets after the redomestication, subject to the provisions of
the appropriate laws in effect at the tinme of redonestication or
any changes to such | aws thereafter

Revi sor's Note
Section (e), V.T.I.C Article 1.38, refers to the provisions
of the appropriate laws in effect at the tine of redonestication
"or any changes to such laws thereafter.”™ The revised |law omts
t he quoted | anguage because under Section 311.027, CGovernnment
Code (Code Construction Act), unless expressly provided
otherwise, a reference to a law applies to all reenactnents,
revisions, or anmendments of the | aw.
CHAPTER 984. MEXI CAN CASUALTY | NSURANCE COMPANI ES
SUBCHAPTER A. CGENERAL PROVI SI ONS
Sec. 984.001. AUTHORI TY OF MEXI CAN CASUALTY | NSURANCE
COWANI ES 1378
Sec. 984.002. AUTHORI ZED AGENT REQUI RED 1380
[ Sections 984. 003-984. 050 reserved for expansion]
SUBCHAPTER B. AUTHORITY TO ENGAGE IN BUSINESS I N THI S STATE
Sec. 984.051. CERTIFI CATE OF AUTHORI TY REQUI RED 1380
Sec. 984.052. APPLI CATION 1381
[ Sections 984. 053-984. 100 reserved for expansi on]
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Sec. 984.204. AUTHORI TY TO REVOKE OR SUSPEND CERTI FI CATE
OF AUTHORI TY 1389
CHAPTER 984. MEXI CAN CASUALTY | NSURANCE COMPANI ES
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law

Sec. 984.001. AUTHORI TY OF MEXI CAN CASUALTY | NSURANCE
COMPANI ES. (a) An insurance conpany that conplies with this
chapter may issue an insurance policy described by Subsection (b)
as a Mexican casualty insurance conpany if the conpany is:

(1) organized under the |aws of the United Mexican
States or any state of that nation; and

(2) authorized to wite insurance policies described
by Subsection (b) by those | aws, the conmpany's charter or
articles of association, and a license that is in effect and that
is issued by the appropriate insurance regulatory authority of
the United Mexican States or any state of that nation.

(b) A Mexican casualty insurance conpany described by
Subsection (a) may issue in this state an insurance policy only
if the policy:

(1) provides autonobile coverage or accident or other
casual ty i nsurance coverage on a person or personal property; and
(2) is in effect only while the person or property
covered by the policy is within the boundaries of the United
Mexican States. (V.T.1.C. Art. 8.24 (intro) (part).)
Source Law

Art. 8.24. Any insurance carrier lawfully organi zed under
the | aws of the Republic of Mexico, or under the |Iaws of any
state thereof, and duly authorized by such laws and by its
charter or articles of association and by current |icense of the
appropriate insurance regulatory authority of such Republic or
any state thereof to underwite risks of the kinds and in the
ci rcunst ances hereinafter nmentioned, may issue in the State of
Texas, . . . policies of insurance affording any and all kinds of
aut onobi | e coverage, accident insurance and/or other casualty
coverage, upon persons and/or personal property, to be in force
only whil e such persons and/or personal property shall be
physically within the boundaries of the Republic of Mexico, by
complying wwth the follow ng requirenents:

Revi sor's Note

(1) V.T.1.C Article 8.24 refers to an "insurance carrier

organi zed under the |aws of the Republic of Mexico, or
under the laws of any state thereof" and that neets certain other
criteria. In this section and throughout this chapter, the
revised law refers to an insurance carrier that issues policies
under this chapter as a "Mexican casualty insurance conpany"”
because that is the termby which those conpanies are generally




known, as indicated by the heading to the article revised in this
chapter and by references to those conpanies in other statutes.
The revised | aw al so repl aces references to "carrier” with
"conpany" for consistency of terns used throughout this code, and
repl aces references to "Republic of Mexico" with "United Mexican
States,"” the official nanme of that nation.

(2) V.T.1.C Article 8.24 refers to a Mexican casualty
i nsurance conpany that is "lawfully" organi zed. The revised |aw
omts the reference to "lawfully" because it does not add to the
clear neaning of the law. A conpany that is not "lawfully"
organi zed is not organized in this context.

Revi sed Law

Sec. 984.002. AUTHORI ZED AGENT REQUI RED. (a) A Mexican
casual ty i nsurance conpany nmay engage in the business of
insurance in this state only through a resident agent in this
state who:

(1) has the conmpany's witten authorization to engage
in the business of insurance for the conpany; and
(2) is licensed by the departnment under Article 21.14.

(b) The agent's license nust specifically authorize the
agent to wite for Mexican casualty insurance conpani es insurance
coverage authorized by this chapter. (V.T.1.C Art. 8. 24,
Subsec. (h).)

Source Law

(h) It shall underwite business in Texas only through its
resi dent Texas agents thereunto duly authorized by it in witing
and duly licensed by such departnent under the provisions of
Article 21.14 of this code, as the sane now exists or as it may
be anended hereafter, and the |license issued to such Texas agents
shall specially authorize themto wite for such foreign carriers
conplying herewith the risks authorized hereby.

Revi sor's Note

Subsection (h), V.T.1.C. Article 8.24, refers to "Article
21.14 of this code, as the sanme now exists or as it may be
amended hereafter.” The revised law omts the phrase "as the
same now exists or as it may be anended hereafter” as unnecessary
because under Section 311.027, CGovernnent Code (Code Construction
Act), unless expressly provided otherwise, a reference to a
statute applies to all reenactnents, revisions, or anendnents of
the statute.

[ Sections 984. 003-984. 050 reserved for expansion]
SUBCHAPTER B. AUTHORI TY TO ENGAGE I N BUSI NESS IN THI S STATE
Revi sed Law

Sec. 984.051. CERTIFI CATE OF AUTHORI TY REQUI RED. A Mexi can
casual ty i nsurance conpany nust hold a certificate of authority
to engage in the business of insurance under this chapter.




(V.T.1.C. Art. 8.24 (intro) (part).)
Source Law

Art. 8.24. [Any insurance carrier |lawfully organi zed under
the aws of the Republic of Mexico . . . may issue in the state
of Texas,] under license of the departnent, [policies of
i nsur ance]

Revi sor's Note

V.T.1.C. Article 8.24 authorizes Mexican casualty insurance
conpanies to issue insurance policies in this state "under
license of the departnent.” |In this section and throughout this
chapter, the revised | aw substitutes "certificate of authority”
for "license" because "certificate of authority” is the term used
t hroughout this code in relation to an entity's authority to
engage in the business of insurance. |In addition, a specific
reference to the departnent is unnecessary because the departnent
is the only entity that issues certificates of authority to
engage in the business of insurance under this chapter.

Revi sed Law

Sec. 984.052. APPLICATION. (a) To issue insurance policies
under this chapter, a Mexican casualty insurance conpany mnust
file with the departnent an application for a certificate of
authority under this chapter

(b) The application nust be:

(1) in witing;
(2) acconpanied by a correct English translation of
t he conpany's charter and byl aws; and
(3) certified by:
(A) two of the conpany's principal officers; and
(B) the insurance regulatory officials under
whose supervi sion the conpany operates in the United Mexican
St at es.

(c) Before the departnent issues a certificate of authority
under this chapter to a Mexican casualty insurance conpany, the
conpany nust file with the departnent:

(1) a photostatic copy of any |license held by the
conpany to engage in the business of insurance in the United
Mexi can St ates

(2) a copy of the conpany's nost recent financi al
reports or statenents; and

(3) a copy of the nobst recent exam nation reports of
t he conpany's affairs and financial condition by the insurance
regul atory authorities under which the conpany operates in the
United Mexican States. (V.T.1.C. Art. 8.24, Subsecs. (a), (b)

(part).)




Source Law

(a) Such insurance carrier shall file with the departnent a
witten application for certificate to do business in this State,
acconpani ed by a correct English translation of its charter and
by-laws, duly certified by two of its principal officers and by
the insurance regulatory officials under whose supervision it
operates in the Republic of Mexico.

(b) Before adm ssion, . . ., such carrier shall also file
wi th such departnent a photostatic copy of its current |icense or
licenses to operate in the Republic of Mexico, and shall file a
copy of its latest financial reports or statenents, and of the
| at est exam nation reports of its affairs and financial condition
by the insurance regulatory authorities under which it operates
i n Mexico.

Revi sor's Note

(1) Subsection (b), V.T.I1.C Article 8.24, requires a
Mexi can casualty insurance conpany to file certain itens
"[b]efore adm ssion.” For clarity and consistency of term nol ogy
used throughout this chapter, the revised | aw substitutes
"[b]efore the departnment issues a certificate of authority under
this chapter” for "[b]efore adm ssion.™

(2) Subsection (b), V.T.I.C. Article 8.24, refers to a
"current license or licenses.” The revised law omts the
reference to "current"” because it does not add to the clear
nmeaning of the law. A license that is not current is not a
license.

[ Sections 984. 053-984. 100 reserved for expansion]
SUBCHAPTER C. DEPOSIT WTH COMPTROLLER
Revi sed Law

Sec. 984.101. DEPCSIT WTH COWTROLLER REQUI RED. (a) A
Mexi can casualty insurance conpany shall deposit with the
conptroller at |east $25,000 in:

(1) United States currency; or
(2) securities that are:

(A) eligible for other casualty insurance
conpani es authorized to engage in the business of insurance in
this state; and

(B) approved by the departnent.

(b) The deposit shall be used to pay any |awful claimor
final judgnent agai nst the conmpany, including any claimor
judgnment for tax due to this state and any policy claimor other
debt or obligation incurred in the course of the conpany's
operations as provided by this chapter.

(c) The conpany shall periodically deposit additional
currency or securities described by Subsection (a) as necessary
to maintain a mninumtotal deposit of $25,000. (V.T.1.C




Art. 8.24, Subsec. (c) (part).)
Source Law

(c) Such carrier shall deposit with the conptroller at
| east Twenty-five Thousand ($25, 000.00) Dollars in | awful noney
of the United States or in securities eligible for other casualty
insurers licensed in Texas and approved by such departnent, which
deposit shall be liable for all lawful clains and final judgnents
agai nst such insurance carrier, including taxes due the State of
Texas, and policy clainms and ot her debts and obligations incurred
in the course of operations hereunder as provided herein, and
such deposit shall be kept replenished fromtinme to tine with
i ke cash or approved securities to maintain a m ni numtotal
deposit of Twenty-five Thousand ($25, 000.00) Dol l ars.

Revi sor's Note
Subsection (c), V.T.1.C Article 8.24, refers to "lawful
nmoney of the United States.” For clarity, the revised | aw
substitutes "United States currency" for the quoted phrase.
Revi sed Law
Sec. 984.102. PAYMENTS FROM DEPCSIT. On approval of the
departnent, the conptroller shall pay fromthe deposit required
under this subchapter any unsatisfied final judgnment obtained
agai nst the Mexican casualty insurance conpany in a court of this
state based on substituted service as authorized by Chapter 804.
(V.T.1.C. Art. 8.24, Subsec. (d).)
Source Law

(d) The conptroller, upon the approval of the departnent,
shall pay fromthe deposit required herein any unsatisfied final
j udgnment obt ai ned agai nst such carrier in any court of conpetent
jurisdiction in Texas based upon such substituted service as
authorized by Article 1.36 of this code.

Revi sor's Note

Subsection (d), V.T.1.C. Article 8.24, refers to a "court of
conpetent jurisdiction.” The revised |aw omts "of conpetent
jurisdiction" as unnecessary because the general |laws of civil
jurisdiction determ ne which courts have jurisdiction over the
matter. For exanple, see Sections 24.007-24.011, CGovernnent
Code, for the general jurisdiction of district courts.

Revi sed Law

Sec. 984.103. RETURN OF DEPCSIT. Wth the approval of the
departnent, the conptroller shall return the deposit required
under this subchapter, or the unencunbered bal ance of the
deposit, to the Mexican casualty insurance conmpany on:

(1) the conpany's wi thdrawal fromthe business of

insurance in this state; and




(2) a showing to the departnent that:

(A) each policy witten by the conpany in this
state has expired or been cancel ed; and

(B) each claimor obligation of the conmpany on a
policy witten in this state that constitutes a | awmful charge
agai nst the deposit has been satisfied. (V.T.1.C Art. 8.24,
Subsec. (c) (part).)

Source Law

(c) . . . Such deposit or the unencunbered bal ance t hereof
shall be returned to such carrier with approval of such
departnment upon withdrawi ng fromthe business authorized hereby
and upon a showing to such departnent that all of its policies
witten in Texas hereunder have expired or have been cancel ed and
that all of its clains and obligations upon policies witten in
this State which would constitute | awful charges agai nst such
deposits have been sati sfi ed.

[ Sections 984. 104-984. 150 reserved for expansi on]
SUBCHAPTER D. TAXES AND CHARGES; REPORTS
Revi sed Law

Sec. 984.151. PREM UM TAX. (a) A Mexi can casualty
i nsurance conpany shall pay to this state an annual prem umtax
based solely on the conpany's gross prem umrecei pts from
i nsurance policies issued by the conpany in this state that cover
resident citizens of this state or property or risks principally
domciled or located in this state, as shown by reports nmade to
t he departnent each year.

(b) The conpany shall pay the tax at the sanme percentage
rate and in the sane manner that is required of other insurance
conpani es authorized to wite accident and casualty coverage in
this state. (V.T.1.C. Art. 8.24, Subsec. (e) (part).)

Source Law

(e) Such carrier shall pay the State of Texas annually a
prem um or occupation tax based solely upon its gross prem um
recei pts frominsurance policies issued by it in Texas which
cover resident citizens of Texas or property or risks principally
domciled or located in this State, as shown by reports nmade to
t he departnent each year, upon the sane percentage rate, and in
the sane manner, as other licensed insurance carriers in Texas
witing accident and casualty coverage.

Revi sor's Note
Subsection (e), V.T.1.C. Article 8.24, refers to a "prem um
or occupation tax" based on "gross prem umreceipts.” Throughout
this chapter, the revised | aw substitutes the phrase "prem um
t ax" because that phrase nost accurately describes the tax and is




nost consistent with term nol ogy used throughout the code.

Revi sed Law

Sec. 984.152. OTHER TAXES AND CHARGES. In addition to

paying a premumtax as required by Section 984. 151, a Mexican
casual ty insurance conpany shall pay any other maintenance fee,
charge, or tax that is required of other insurance conpanies
authorized to wite accident and casualty coverage in this state
on the sanme basis as is required of those conpanies. (V.T.I1.C
Art. 8.24, Subsec. (e) (part).)

Source Law

(e) . . . Each such carrier |ikew se shall pay such ot her
mai nt enance fees, charges and taxes and upon the sane basis as
other licensed insurance carriers witing accident and casualty
coverage in Texas are required by law to pay; and .

Revi sed Law
Sec. 984.153. REPORTS. A Mexican casualty insurance conpany
shall nmake the sane reports that other insurance conpanies
authorized to wite accident and casualty coverage in this state
are required to nmake. The conpany shall make the reports on
forns adopted by the departnment. (V.T.I.C. Art. 8.24, Subsec. (e)

(part).)

Source Law

(e) . . . Each such carrier . . . shall nake the sane
reports as are required of such other insurance carriers, but in
such adapted fornms as may be prescribed by the departnent for
such purposes.

[ Sections 984. 154-984. 200 reserved for expansi on]

SUBCHAPTER E. REGULATI ON AND ENFORCEMENT
Revi sed Law
Sec. 984.201. AGREEMENT TO COVPLY W TH CHAPTER. A Mexi can
casual ty i nsurance conpany shall file in English a docunent
executed by the conpany's officials expressly accepting the terns
of this chapter and agreeing that the departnment nmay revoke,
suspend, or refuse to grant a certificate of authority under this
chapter on a determ nation by the conm ssioner that the conpany:
(1) is insolvent or in hazardous financial condition;

or

(2) has violated an applicable |aw of this state or of
t he conpany's home jurisdiction. (V.T.1.C. Art. 8.24, Subsec.
(9).)

Source Law

(g) Such carrier shall file in English a docunent executed



by its officials expressly accepting the terns of this article
and agreeing that such departnment nmay at any tinme in its |awful
di scretion revoke, suspend or refuse to grant or renew the

I icense of such departnent to such carrier to conduct in Texas
t he busi ness hereby authorized, upon a determ nation by the
Comm ssi oner of Insurance that it is insolvent or in hazardous
financial condition, or that it has violated any applicable |aw
of this State or of its home jurisdiction

Revi sor's Note

(1) Subsection (g), V.T.I.C Article 8.24, requires a
Mexi can casualty insurance conpany to file with the departnent a
docunent in which the conpany agrees that the departnment "may at
any tinme in its lawful discretion revoke, suspend or refuse to
grant or renew' the conpany's certificate of authority to engage
in the business of insurance in this state. The revised | aw
omts the reference to "at any tine in its |awful discretion”
because a general grant of authority to take action includes the
authority to take that action at any tine the action may legally
be taken.

(2) Subsection (g), V.T.I.C Article 8.24, provides that
the departnent may refuse to renew a certificate of authority in
certain circunstances. The revised law omts the reference to
the renewal of a certificate of authority as repealed. Under
Section 1, V.T.I.C. Article 1.14, revised in pertinent part as
Section 801.053, a certificate of authority is valid until it is
suspended or revoked. Section 2, Chapter 194, Acts of the 56th
Legi sl ature, Regul ar Session, 1959, anmending Article 1.14,
repealed "[a]ll laws and parts of laws in conflict herewith

to the extent that they require periodic renewal of
certificates of authority."”

(3) Subsection (g), V.T.I.C. Article 8.24, refers to the
"Conmi ssi oner of Insurance.” Chapter 31, I|nsurance Code, defines
"conmi ssioner” for purposes of this code and the other insurance
aws of this state to nmean the conm ssioner of insurance. The
revised law is drafted accordingly.

Revi sed Law

Sec. 984.202. ANNUAL STATEMENT. A Mexican casualty
i nsurance conpany shall file annually wth the departnent each of
the itens listed in Section 984.052(c). (V.T.1.C. Art. 8.24,
Subsec. (b) (part).)

Source Law

(b) [Before admi ssion,] and annually thereafter[, such
carrier shall also file with such departnment a photostatic copy
of its current license or licenses to operate in the Republic of
Mexi co, and shall file a copy of its latest financial reports or
statenments, and of the |atest exam nation reports of its affairs



and financial condition by the insurance regulatory authorities
under which it operates in Mexico].

Revi sed Law
Sec. 984.203. AUTHORITY TO CONDUCT EXAM NATI ON. The

departnment nmay examne at any tine the affairs and condition and
any books or records of a Mexican casualty insurance conpany, at
t he conpany's expense, to determ ne the conpany's:

(1) financial condition and sol vency; and

(2) conpliance with the applicable laws of this state
and of the conpany's hone jurisdiction. (V.T.I.C Art. 8. 24,
Subsec. (f).)

Source Law

(f) Such departnent shall have the authority to exam ne at
any or all tinmes, at the expense of such carrier, the affairs and
condition and all books and records of such carrier for the
pur pose of ascertaining its financial condition and sol vency, and
its conpliance with the applicable laws of this State and of its
home j uri sdiction.

Revi sed Law

Sec. 984.204. AUTHORITY TO REVOKE OR SUSPEND CERTI FI CATE OF
AUTHORI TY. The conmm ssioner may revoke or suspend a Mexi can
casual ty insurance conpany's certificate of authority under this
chapter if the conmm ssioner, after notice and an opportunity for
a hearing, determnes that the conpany, with neglect and wl ful
di sregard, systematically failed to conply with obligations
derived frominsurance policies issued in this state and the | aws
applicable to those policies. (V.T.1.C. Art. 8.24, Subsec. (i)

(part).)

Source Law

(i) The departnment shall have authority to suspend or
revoke the certificate of authority of any insurance carrier
aut hori zed to do business in Texas under this Article, if the
State Board of Insurance, after notice and opportunity for
hearing, shall find that such carrier has systematically, with
neglect and with willful disregard, failed to conply with its
obligations derived fromthe contracts of insurance, and the |aws
applicable thereto, as contained in policies issued in the State
of Texas.

Revi sor's Note
(1) Subsection (i), V.T.I.C. Article 8.24, refers to the
"State Board of Insurance."” Chapter 685, Acts of the 73rd
Legi sl ature, Regul ar Session, 1993, abolished that board and




transferred its functions to the comm ssioner of insurance and
the Texas Departnment of |Insurance, as appropriate. Chapter 31 of
this code defines "conm ssioner” and "departnent” for purposes of
this code and the other insurance |laws of this state to nmean the
conmi ssi oner of insurance and Texas Departnment of |nsurance,
respectively. Accordingly, the revised | aw substitutes a
reference to the comm ssioner for a reference to the State Board
of I nsurance.
(2) Subsection (i), V.T.1.C. Article 8.24, states that a
Mexi can casualty insurance conpany is entitled to an appeal under
V.T.1.C. Article 1.04, revised as Subchapter D, Chapter 36. The
revised law omts that statenment as unnecessary because
Subchapter D, Chapter 36, provides sufficient authority for the
right to appeal. The omtted |aw reads:
Any carrier aggrieved by an order of the
State Board of I|nsurance hereunder shall be
entitled to appeal therefrom pursuant to the
provi sions of Article 1.04 of this code.
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